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This study was undertaken to investigate the need to 
increase competition at the subcontract level in Govern- 
ment acquisition. Current Government acquisition policies 
include the preference for competitive subcontracting. It 
was recognized that approximately 50% of all Government 
acauisition dollars go to subcontractors and that effective 
competition at that level is necessary to ensure that the 
Government is receiving quality items at the best prices. 

In investigating the nature of competitive subcontract- 
ing, interviews were conducted with Government, prime con- 
tractor, and subcontractor personnel. Areas covered in 
these interviews included the amount of competitive sub- 
contracting, competitive practices and policies of each 
participant, and problems encountered in attempting to 
achieve competition. 

The results of this study include: the current extent 

of competitive subcontracting is unknown; there are many 
pressures working against competition; although the Govern- 
ment has procedures and policies regarding competition they 
do not always work; and, the need to increase competition 
cannot be determined without further research. It is 
recommended that a reporting system be developed to monitor 
the amount of competitive subcontracting and that a manda- 
tory subcontracting clause be developed, if more competi- 
tion is desirable. 
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I. INTRODUCTION 



A. OBJECTIVES OF THE RESEARCH 

The Government depends on prime contractors to make and 
administer subcontracts. It has no direct control or 
privity of contract with these subcontractors. Since ap- 
proximately 50% of all Government procurement dollars result 
in subcontracts there is great concern throughout Government 
over the manner in which subcontracts are awarded. The 
Government policy on procurement is that it will be accom- 
plished on a competitive basis to the maximum extent practi- 
cable. Competitive procurement is believed to result in the 
lowest price and best product. This idea also extends to the 
subcontracting efforts. The purpose of this study is to 
investigate the nature of competition at the subcontract 
level in Government acquisition and to analyze methods for 
potentially improving or increasing this competition. 

B. RESEARCH QUESTION 

In order to fully explore the nature of competition at 
the subcontract level, it is necessary to answer several 
questions: What is competition? What are the Government's 

policies toward competition at the subcontract level? What 
is the current nature of competition at the subcontract 
level? How are the Government, prime contractors, and sub- 
contractors influencing the degree of competition currently 
being achieved? What problems do they encounter? What can 
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the Government do to increase competition at the subcontract 
level? 

C. SCOPE AND LIMITATIONS 

Since approximately 75% Z”34_7of Government acquisition 
dollars are spent by the Department of Defense (DOD), this 
study is essentially limited to DOD acquisitions of mater- 
ial, equipment, and systems, both major and less than major. 
Further, the study does not consider such concerns as 
Foreign Military Sales, foreign procurement, subcontracts 
beyond the first tier, or service contracts. This is not 
to imply that none of the observations provided herein can 
be considered applicable to such cases, but only that data 
was not collected to support such conclusions. 

D. RESEARCH METHODOLOGY 

The data expounded upon in this study were collected 
through an examination of acquisition literature at the 
Naval Postgraduate School Library, the Defense Logistics 
Studies Information Exchange, and the Defense Documenta- 
tion Center; personal interviews with Government officials 
at organizations such as the Office of Federal Procurement 
Policy (OFPP), Office of the Secretary of Defense, various 
military systems commands and project offices, and local 
purchasing offices; personal interviews were conducted at 
private industries such as General Dynamics, Rockwell Inter- 
national, Hughes Aircraft, TRW, Garrett Air Research Cor- 
poration, and Sargent Industries; and telephone interviews 
were conducted in cases where appropriate personnel could 
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not be personally contacted. The majority of the data in 
Chapter IV was collected during personal interviews. 
Questions were developed for Government, prime contractors, 
and subcontractors prior to research and are included in 
Appendix A. 

E. ASSUMPTIONS 

Throughout the report it is assumed that the reader is 
knowledgeable of standard BCD contracting terminology, 
procedures, and concepts, as well as the structure of the 
Federal acquisition policy-making system. 

F. REVIEW OF THE LITERATURE 

Literature available in the area of competitive sub- 
contracting is limited to references in Government regula- 
tions such as the Defense Acquisition Regulations (DAR) 
and Government sponsored studies and theses such as "Sub- 
contracting Policy in Major Systems Acquisitions." Most 
literature concerned with competition centered on competi- 
tion between the Government and the prime contractor. Sub- 
contracting literature included only vague references to 
competition. A key deficiency in the literature was the 
lack of statistics and actual cases concerning competitive 
subc ontrac ting. 

G. DEFINITION OF A SUBCONTRACT 

A review of the literature revealed a number of defini- 
tions of a subcontract and subcontractor. DAR defines a 
subcontract as "any contract as defined in 1-201 .if other 
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than a prime contract, entered into by a prime contractor or 
a subcontractor, calling for supplies or services required 
for the performance of any one or more prime contracts. 
^""7:8-1 01 .24_7 DAR defines subcontractor as "any supplier, 
distributor, vendor or firm which furnishes supplies or 
services to or for a prime contractor or another subcontrac- 
tor* " Cv. 14-001. 5_y More complete definitions of subcon- 
tract and subcontractor were published by the Department of 
Labor’s Office of Federal Contract Compliance and will be 
the definitions applicable throughout this paper. 

The term subcontract means any agreement or arrangement 
between a contractor and any person (.in which the parties 
do not stand in the relationship of an employer and em- 
ployee; 

Cl ; for the furnishing of supplies or services or 
for the use of real or personal property, including 
lease arrangements , which, in whole or in part, is 
necessary to the performance of any one or more con- 
tracts ; or 

(2) under which any portion of the contractor’s 
obligation under any one or more contracts is per- 
formed, undertaken, or assumed. 

The term subcontractor means any person holding a sub- 
contract and,... any person who has held a subcontract 
subject to the order. The term first tier subcontractor 
refers to a subcontractor holding a subcontract with a 
prime contractor. /^29:449_7 



H. ORGANIZATION OF THE STUDY 

This study consists of several related topical dis- 
cussions. Chapter II describes the concept of competition, 
the Government acquisition process, and the relationship 
between the Government prime contractor and subcontractor. 
Chapter III describes the concern being expressed about 



competition, the objectives of the Government and its con- 
tractors in acquisition, the benefits of competition, and 
current Government programs and policies which affect com- 
petition at the subcontract level* Chapter IV presents the 
results of interviews conducted with various contracting 
and policy personnel and an analysis of these results* 
Chapter V presents the conclusions and recommendations 
resulting from the data in Chapter IV and areas for further 
study. 
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II. FRAMEWORK 



A. COMPETITION 

Competition is defined in Webster's New Collegiate 
Dictionary as "the effort of two or more parties, acting 
independently, to secure the custom of a third party by 
offering most favorable terms. The general definition of 

competition used by the Department of Defense (DOD) is: 

\ 

An environment of varying dimensions relating to buy-sell 
relationships in which the buyer induces, stimulates, or 
relies on conditions in the marketplace that causes' inde- 
pendent sellers to contend confidently for the award of a 
contract./ 5:1A-33_7 

This definition, although broad enough to encompass 
many types of competition, is too general to be used on a 
working basis. The most specific working definition of 
competition as used in Defense acquisition is contained in 
the Defense Acquisition Regulations under the subject of 
competition. 

Price competition exists if offers are solicited and 
(i) at least two responsible offerors, (ii) who can 
satisfy the requirements, (iii) independently contend for 
a contract to be awarded to the responsive and respon- 
sible offeror submitting the lowest evaluated price, 

(iv) by submitting price offers responsive to the ex- 
pressed requirements of the solicitation. Whether there 
is price competition for a given procurement is a matter 
of judgment to be based on evaluation of whether each 
of the foregoing conditions is satisfied. Generally, in 
making this judgement, the smaller the number of offer- 
ors, the greater the need for close evaluation. / 7:3- 
807. 1J 

The DAR goes on to say that even if the above conditions 
are met, there are some circumstances under which competi- 
tion is still not present. Price competition is assumed to 
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be adequate unless it is determined that: 

(i) the solicitation was made under conditions that un- 
reasonably deny to one or more known and qualified offer- 
ors an opportunity to compete; 

(ii) the low competitor has such a determinative advan- 
tage over the other competitors that he is practically 
immune to the stimulus of competition in proposing a 
price (e.g. , a determinative advantage because substan- 
tial costs, such as start up or other nonrecurring ex- 
penses, have already been absorbed in connection with 
previous sales, thus placing the competitor in a pre- 
ferential position); or 

(iii) the lowest final price is not reasonable and this 
finding is supported by an enumeration of the facts upon 
which it is based; provided, that such a finding is 
approved at a level above the contracting officer. 

3 - 807 . 7 _/ 

The DAE definition of price competition will be the 
basis upon which the term competition will be discussed in 
this study. 



B. GOVERNMENT POLICY ON COMPETITION 

The Government policy on competition is that it is the 
preferred method of acquisition. The preference for com- 
petitive procurement is demonstrated by the requirement to 
use the formal advertising method for solicitations. DAR 
states : 

Purchases and contracts for supplies and services shall 
be made by formal advertising in all cases in which the 
use of such method is feasible and practicable under the 
existing conditions and circumstances. l_ 7 : 1 - 300 . 2 _/ 

This formal advertising method provides unlimited oppor- 
tunity to any potential bidder to make a proposal on the 
solicitation and therefore is a competitive practice. 

Even in situations where formal advertising is imprac- 
tical, the Government requires the use of competition. 

DAR goes further to state: 
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All procurements, whether by formal advertising or by 
negotiation, shall be made on_a competitive basis to the 
maximum practicable extent. 7:1-30t). IV 

Since subcontract dollars are a significant portion of 
the cost of many acquisitions, the Government also has a 
definite policy on the use of competition by its prime con- 
tractors in making subcontracts for Government prime con- 
tracts. DAR states that all subcontractors shall be select- 
ed "on a competitive basis to the maximum extent possible" 
in negotiated prime contracts over 510,000. / 7:104*40 J 

C. THE GOVERNMENT-PRIME CONTRACTOR-SUBCONTRACTOR RELATION- 
SHIP 

The Government is bound to the prime contractor by the 
terms of a contract. A contract is an agreement for the 
procurement of supplies or services, enforceable by lav/, 
between two or more competent parties, to do or not do 
something not prohibited by law, for a legal consideration. 
Z~5:1A-B4V The prime contractor may, in his own right, 
award a subcontract to another firm in order to fulfill 
the prime contractor’s obligation to the Government. The 
Government has a legal right as to the performance of the 
prime contract and the prime contractor has a legal right 
over the subcontractor as to the performance of the sub- 
contract. The Government, however, does not have any legal 
authority over the subcontractor in the performance of a 
subcontract under a Government prime contract. The barrier 
between the Government and the subcontractor is known as 
the "wall of privity." /_ 29:456_/ 
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The only control the Government has over the subcon- 
tractor is the control exercised over the prime contractor 
through the terms of the prime contract. The Government 
makes prime contracts to achieve its contractural aims and, 
if there are to be subcontractors, their choice and control 
is normally up to the prime contractor. Subcontract prob- 
lems, though, may have significant impact on cost, schedule, 
and performance, therefore in some instances the Govern- 
ment retains the right to "review” the prime contractor's 
decisions in connection with make-or-buy programs or de- 
cisions. These reviews and subsequent consents or denials 
are not considered as legal approvals however, and give no 
basis for subcontractor appeal to the Government. A sub- 
contractor further has no contractual rights against the 
Government upon the termination of a prime contract, only 
against the prime contractor or intermediate subcontractor 
with whom he has contracted. /~*7 : 8-209. 1_7 

In some contracts the Government requires the prime 
contractor to "flow down" certain prime contract provisions 
to his subcontractors. These flow down provisions, when 
entered in the subcontract, still do not establish a rela- 
tionship between the Government and the subcontractor. 

In summary, the Government's contractual rights extend 
only as far as the terms of the prime contract and only to 
the prime contractor. There is no direct relationship 
between the Government and the subcontractor and any com- 
munication or other dealings concerned with a specific sub- 
contract under a Government prime contract should take 
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place through the prime contractor. 

D. THE GOVERNMENT ACQUISITION PROCESS 

The Government’s acquisition process, as related to 
subcontracting, can be divided into two distinct phases; 
preaward and postaward activities. It is during these two 
phases that the Government must take steps to ensure that 
its prime contractors are achieving the goal of competitive 
subcontracting. The primary areas where the Government can 
influence competition are through the source selection pro- 
cess in the preaward phase and during contract administra- 
tion in the post award phase. 

The preaward phase of the acquisition process begins 
with the identification of a requirement or need. In most 
cases, the requirement can be specifically identified by 
the user using established standards or specifications. 

This identification normally is applicable to items which 
have been in production for some time. In other cases, 
there may not be established specifications or standards 
and development of a new item may be required. It is im- 
portant that the user and the procuring activity agree 
exactly on what is required when preparing to acquire an 
item or service* This calls for planning, communication, 
and cooperation between the user and the purchasing activ- 
ity. This coordination normally begins with an acquisition 
plan which outlines the requirements and steps to be taken 
in the process. In major system acquisitions this plan is 
developed in the system's project office. This project 
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office consists of a staff dedicated to the development of 
the specific system under the direction of a project manager. 
The staff consists of personnel from several functional 
areas including contracting, engineering, quality assurance, 
finance, and any other expertise deemed necessary by the 
project manager for the successful completion of the pro- 
ject. In the local purchasing activities, the staff is not 
specialized for a single acquisition or type of item, but 
handles a wide spectrum of requirements which do not qualify 
for major systems procedures. 

Identification of the requirement is an activity which 
is quite different between local purchasing activities and 
major systems acquisitions. Local purchasing activities 
normally rely on the user activity to specifically identify 
a requirement. In major systems, however, there is a process 
to identify the mission need vice a specific requirement. 

OMB Circular A-109 expressed the concern of the Commission 
on Government Procurement over the effectiveness of the 
management of major systems acquisitions. In order to 
improve the acquisition process, A-109 directed that all 
major system acquisition programs would develop and use 
solicitations based on mission need rather than speci- 
fied equipment. This policy would provide the Government 
with a greater number of alternative proposals and enable 

prime contractors to become more creative. [_ 21 : 9 / This 

process is described in Appendix B. 

After identification of the requirement or need, the 
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method of procurement is determined by the contracting 
officer or the project manager. There are two primary 
methods of procurement used in Government purchasing: for- 

mal advertising and negotiation. Advertised procurement is 
required by DAR r?:1 -300.2 J except under specific circum- 
stances such as experimental, developmental, or research 
work, classified purchases, technical or specialized sup- 
lies whose production requires a substantial investment or 
an extended period of preparation. There are seventeen 
exceptions contained in DAR. /_ 7:3-200 _ / There are five 
basic steps in formally advertised acquisitions including 
preparation of the Invitation For Bid (IFB-a complete pur- 
chasing package including all contractural requirements and 
terms); distribution of the IFBs to a wide number of bidders 
(a notice is published in the Commerce Business Daily for 
any potential suppliers to request a copy of the IFB); 
public opening, reading, and recording of the bids; eval- 
uation of the bids; and award of the contract to the lowest 
responsible bidder. 

Procurement by negotiation is a much more flexible 
system. The Contracting Officer can select the suppliers 
to whom he will submit the Request For Proposal (RFP) , 
all negotiations may be kept private, and an offeror may 
change his proposal as a result of negotiation. It is in 
the area of negotiated procurements that the Contracting 
Officer is able to exert more authority, through his inter- 
action with the contractor, and gain a more detailed view 
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of the contractor's procurement systems. 

After the method of procurement is determined, the 
solicitation document is prepared, the IFB for formally 
advertised and the SFP for negotiated procurements. These 
documents include items such as contract type, clauses, 
specifications, delivery schedules, and any other items 
required for the contractor to develop a proposal. When 
preparing these documents, contracting and technical per- 
sonnel are required to avoid using requirements and spec- 
ifications which limit the number of competitors or the 
ability of the prime contractor to compete for subcontracts. 
The use of specifications taken directly from manufacturer’s 
products or the use of brand names could limit subcontract 
competition. 

Evaluation of proposals is simple in formally advertised 
acquisitions. Award goes to the lowest responsive and 
responsible bidder. That is "the bidder whose bid, con- 
forming to the invitation for bids, is most advantageous to 
the government. " Z~1 5 : 555_7 The common interpretation of 
this is that the lowest bidder gets the contract. 

In negotiated procurements, much more time is spent in 
evaluating a contractor's proposal. Price and cost analy- 
sis are commonly used as are preaward surveys conducted by 
either in-plant or regional contract administration personnel. 

One of the primary evaluation factors considered in 
negotiated procurements is the contractor's make-or-buy 
program. A make-or-buy-pr ogram is "that part of a con- 
tractor's written plan which identifies the major subsystems, 
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assemblies, subassemblies, and components to be manufac- 
tured, developed, or assembled in his own facilities, and 
those which will be obtained elsewhere by subcontract." 

Z"? • 3 “* 9 0 2 . According to ID Ax? , the contractor has the 
basic responsibility for make-or-buy decisions and his 
recommendations should be accepted unless they adversely 
affect the Government's interest. With this in mind, DAR 
requires that the following factors be considered in eval- 
uation of the prime contractors' make-or-buy plan: 

(1) whether the contractor has justified the performance 
of work in plant which differs significantly from his 
operations ; 

(2) the consequences of the contractor's projected plant 
work loading with respect to overhead costs; 

(3) the contractor's consideration of the competence, 
ability, experience, and capacity available in other 
firms, especially small business and labor surplus area 
concerns ; 

(4) the contractor's make-or-buy history as to the type 
of item concerned; 

(5) whether small business and labor surplus area con- 
cerns will be able to compete for subcontracts; and 

(6) other elements, such as the nature of the items, 
experience with similar items, future requirements, 
engineering, tooling, starting load costs, market con- 
ditions, and_the availability of personnel and materials. 

L 7:3-902.3,/ 

The final area in the preaward phase of Government 
contracting in which the Contracting Officer can influence 
the prime contractor's subcontracting policies is in the 
type of contract used. Contract types are divided into two 
groups: fixed price and cost reimbursement. The contract 

type determines the amount of flexibility given to the 
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prime contractor under the terms of the contract. A firm- 

fixed-price (FFP) contract is simply an agreement by the 

Government to the contractor to pay a specified price to the 

contractor when the latter delivers the required items. 

There is no flexibility as to price and the seller has an 

incentive to produce efficiently since he bears all of the 

risk. A cost-plus-fixed fee (CPFF) contract, on the other 

hand, guarantees to the contractor that the Governemnt will 

pay all costs plus a specified fee and gives no incentive 

to the contractor to produce efficiently, placing all of 

the risk on the Government. These two types of contracts 

are at opposite ends of the risk sharing spectrum. There 

are several other contract types which use a more equitable 

risk sharing concept. Some of these are: 

Fixed-Price with Escalation (FPE)-used for contracts 
covering a long period of time wherein there may be an 
upward or downward change in price as a result of changes 
in the material or labor rates; 

Fixed-Price Incentive Fee (FPIF)-used when a reasonable 
target price can be established. A formula is used pro- 
viding for a target price, a ceiling price, and a variable 
profit formula. This incentivizes the contractor to 
become efficient to increase his relative profit; 

Fixed-Price Level of Effort (FFP/LOE)-used when work 
cannot be precisely described in advance, but the level 
of effort can be. The seller is obliged to a specific 
level of effort, for an agreed upon time, and for an 
agreed upon fixed price. 

Cost-Plus-Award-Fee (CPAF)-used to incentivize a particu- 
lar criteria against which a contractor's performance 
will be evaluated. This contract contains an estimated 
cost, a base fee (may be zero), a maximum fee and an 
award fee based on performance against the criteria; 

Cost-Plus-Incentive Fee (CPIF)-a variation of the FPIF 
using a tentative fee based on estimated costs, target 
costs, and a variable profit formula. Z"~5 : 2C3-21_7 
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Evaluation of the requirement and the availability of 
the item or capabilities of industry usually determine the 
type of contract. The type of contract has an impact on 
the contractor's ability and desire to subcontract. If 
awarded a contract where he has little or no flexibility 
(FFP for example)? the prime contractor's incentive is to 
achieve the best terms possible and competition should be 
the method used. The same applies when using a CPAF con- 
tract if the evaluation criteria include competition. In a 
CPFF contract, however, since the fee is guaranteed and 
costs covered by the Government, there is no incentive to 
compete subcontracts. 

Contract clauses are another means to increase subcon- 
tract competition in the preaward phase. DAP requires 
several different subcontract clauses to be used depending 
on the type of contract. One clause required in negotiated 
contracts over $10,000, except FFP contracts where the 
award is on the basis of effective price competition, is: 

Competition In Subcontracting (1962 APR) 

The contractor shall select subcontractors (including 
suppliers) on a competitive basis to the maximum extent 
consistent with the objectives and requirements of the 
contract. /~*7 : 7 - 1 0 Zf . 40_7 

Other required clauses are contained in Appendix C and 
include the requirements for consent to subcontracts and 
approval of the contractor's procurement system. The 
requirements for utilization of small and minority business 
and labor surplus areas are also included in these clauses. 
Besides these clauses, the Contracting Officer may use any 
other clause he deems necessary for the proper performance 
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of the contract. 

There have been several areas cited in the preaward 
phase of the acquisition process which enable the Contract- 
ing Officer to influence the prime contractor’s use of com- 
petitive subcontracts. These include the use of nonrestric- 
tive specifications, preparation of the solicitation documents 
to include sufficient information for contractors to identify 
potential subcontractors prior to award, evaluation of make- 
or-buy plans, input from preaward surveys, the use of var- 
ious contract types, and the use of contract clauses. 

The post award phase of the acquisition process is 
primarily dedicated to the monitoring of contract perfor- 
mance. Due to the large number of contracts awarded by a 
contracting officer and the amount of time and manpower 
required to properly administer the contract after award, 
the Procuring Contracting Officer (PCO) normally forwards 
the awarded contract to a Contract Administration Organi- 
zation (CAO) for monitoring. The Navy and Air Force have 
several inplant CAOs called Navy Plant Representative 
Offices (NAVPROs) and Air Force Plant Representative Offices 
(AFPROs). These service CAOs are located in plants which 
require close service monitoring of special programs. The 
Defense Contract Administration Service (DCAS) is respon- 
sible for all contract administration in plants not under 
the cognizance of a NAVPRO or AFPRO. DCAS also has several 
inplant organizations called DCASPROs. Besides these there 
are regional offices to conduct contract administration for 
contractors which do not require an implant representative. 
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The DCAS , NAVFRO, and AFPBO organizations are the primary 
DOD contract administration organizations. Besides these, 
though, the PCO may retain contract administration in his 
own organization if he feels it necessary. 

The primary goals of a CAO are: 

1 . To ensure that every right of the government is 
properly observed. 

2. To maximize the degree to which the contractor 
effectively and efficiently produces an end item 
which meets the requirements of the government. 

3. To evaluate both formal and informal contractor 
data sent to the procuring activity to determine their 
credibility and utility to the government. 

4 . To ensure that the information needed for sound 
government decision making is provided. 

5. To alert government managers to potential problem 
areas. 

6. To advise higher echelons on all matters requiring 
a detailed knowledge of the contractor’s operations 
and progress on a specific contract. 

7. To accomplish specific functions such as those 
assigned in DAS 1-406, or others as delegated. r’lo-.i- 
1-4_/ 

Administration of specific contracts comes under the 
authority of the Administrative Contracting Officer (ACO). 

As a representative of the Government , an ACO may administer 
any Government contract including amendments. Two of the 
specific functions of the ACO and CAO in relation to sub- 
contracts are: 

1. to review, approve, or disapprove and maintain 
surveillance of the contractor's procurement system; 
and 

2^ to consent to the placement of subcontracts. 

L ?:1-406_7 

In order to accomplish these two objectives, the Contractor 
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Procurement System Review program and the consent to sub- 
contracts clauses were developed. These two areas will be 
covered in detail in Chapter III. 

Thus, in the post award phase of the acquisition process 
the Government influence over the prime contract or ' s sub- 
contracting policies is as a result of the monitoring of 
the awarded contracts by the cognizant CAO. The results of 
that monitoring may impact on the final determination of 
contract price or may even impact on the decision to termin- 
ate a contractor for noncompliance with the terms of the 
contract ♦ 
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III. BACKGROUND 



A. CONCERN REGARDING SUBCONTRACT COMPETITION 

Concern over the use of competition in Government pro- 
curement has been increasing due to the large number of 
dollars spent annually and the apparent overall decrease in 
the percentage of competitive procurements. This concern 
was recently expressed by the Deputy Secretary of Defense 
who stated: 

During recent years, the percentage of Defense contract 
dollars awarded as a result of competition has declined. 
This decline is of increasing concern to the Secretary 
of Defense and to the Congress. During congressional 
hearings this year, Dr. Brown, Dr. Perry, and I have been 
questioned about this problem. It is apparent that we 
must direct out attention toward a reversal of the de- 
clining trend in competition. Z“n:1-7 

One of the prime areas which should be addressed in 
increasing competition in Government acquisition is the 
area of subcontracts. Although there is no privity of con- 
tract between the Government and subcontractors, the fact 
that approximately 50 % of all Federal acquisition dollars 
spent go to subcontractors, make this area extremely impor- 
tant. /~ 20:1 _7 There is high level concern that subcontract 
competition is not being achieved sufficiently through 
existing contracting procedures and practices. There is 
also high level concern over the lack of statistical infor- 
mation required to measure the extent of subcontract com- 
petition. Testimonies before the Joint Economic Committee 
of Congress have supported this concern. Some of the 
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comments have included: 

Generally, there is not much true competition in sub- 
contracting. My experience is that primes pay little 
attention to getting the best possible prices for their 
subcontracts, because subcontract prices can be passed 
on to the Government. /_ Vice Admiral Rickover 2:144_7 

Your documentation this morning (a GAO report), I think 
shows that in one way or another, subcontracting com- 
petition is being avoided. 

...but where you have subcontracting, it doesn't make any 
sense that they can only get a sole source.... By and 
large, however, I think this would be the great exception 
that 99% of the time you could get competition... 

£ Senator Proxmire 2:1 45 7 

...we think the subcontracting area is. . .important , 
because you are talking about a prime who in turn relates 
to a whole series of concerns. And one of the things 
that the Procurement Commission is looking at very hard 
is how you can get more competition into the subcontract- 
ing field, because bigness is a fact of life.... The real 
question is whether or not in the negotiating with primes 
there is adequate attention also given to the subcontract- 
ing field.... /_ Elmer B. Staats, Comptroller General of 
the United States 2:14 5_7 

Military subcontracting is one area where the potential... 
is great , and it is the area where we have the least 
information. Until 1963> the Pentagon reported on the 
proportion of prime contracts which were subcontracted 
out. Such data is no longer available.... 

The major potential for widening the role of small busi- 
ness in military procurement is to increase the subcon- 
tractor ratio; and this is precisely the information which 
since 1963 is no longer available. 

It would be helpful to know more about this large segment 
of the military market ... .This would enable us to explore 
the nature of competition for subcontracts. / Dr. Murray 
Weidenbaum , 1:1 46 _7 

The Secretary of the Navy recently published a memoran- 
dum concerning the need to increase competition in Defense 
acquisitions. One paragraph specifically addressed sub- 
contract competition: 

We give no visibility to subcontracts, and to the degree 
of competition that exists at the subcontract level. As 
a result significant competition acquisitions at the 
subcontract level are not identified and therefore, we 
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are not able to appreciate the actual number of U.S. 
industrial concerns that have received DOD dollars com- 
petitively at the subcontract level. Since approximately 
50 percent of prime contract dollars result in subcon- 
tracts, the impact of competitive subcontracting should 
be given visibility. ^20 :3_7 

It can be seen from the preceding statements that there 
is significant concern at high levels of Government over 
the degree of competition being achieved in subcontracting. 

B. THE NEED FOR COMPETITION 

The use of competition promises several direct and in- 
direct benefits for the Government. First of all, the use 
of competition tends to result in lower prices and greater 
technological achievement, or, in other words, a better 
product for less cost. /~27:2_7 This is based on the theory 
that when firms are competing for a contract they have an 
incentive to bid lower and develop better products in order 
to win the business. Contrary to this, if a firm is a sole 
source for an item and is aware of its status, it has no 
incentive to offer a reasonable price or to improve its 
product. 

One indirect benefit of competition is derived from the 
assumption that competition ensures "fairness". Congress 
is interested in the "fair" distribution of acquisition 
funds and supports the use of competition as the most 
practicable method for achieving this. This policy allows 
Congress to assume the role of an equitable and even handed 
distributor of the public’s funds and relieves the Govern- 
ment of some intense public scrutiny and skepticism on the 
way funds are used. The scrutiny and skepticism are still 
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present, but less intense. /~27:4_7 

Another benefit of competition is the reduction of de- 
pendence by the military on a few firms and an expansion of 
the industrial base. This expansion not only allows the 
military to have options for its supplies, but also helps 
spread the economic benefits of large procurement programs 
throughout the country. 

There are some negative aspects to the use of competition 
which should be mentioned. The need for standardization in 
the military is a major argument against competition. 
Standardization allows interchangeability of parts and 
systems throughout the services and increases the flexi- 
bility of existing equipment. Competition tends to limit 
standardization through the use of more than one source in 
the life of an item. Different sources may produce incom- 
patible items from the same specifications due to inter- 
pretations of the specifications and differing production 
techniques • 

The use of Government procurement as a socio-economic 
tool is another argument against the use of competition. 

Using strict competition as a basis of award would, for the 
most part, exclude some small or minority run businesses 
and give no preference for areas which are in economic need 
of business. Established firms would have the edge due to 
their experience, size, and ability to be flexible. This 
would tend to limit new firms from entering the market in 
areas already covered by established firms. 

The need for competition must be weighed against the 
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requirements of each individual acquisition. In some cases, 
socio-economic factors or standardization requirements may 
outweigh cost requirements. Government regulations such as 
CAR have been written to include rules and procedures to 
incorporate these considerations into each procurement. 

C. OBJECTIVES OF THE GOVERNMENT 

The primary objective of the Government in acquisition 
is to acquire goods or services to fulfill a need at the 
least cost to the Government. The emphasis on least cost is 
due to the use of public funds as constrained and budgeted 
by Congress. Congress controls the purse strings and is 
in turn answerable to the people - the source of the funds. 
The use of public funds is therefore under the scrutiny of 
Congress and the people at all times. People do not appre- 
ciate high taxes and members of Congress desire to retain 
their elected positions. Therefore there is significant 
emphasis throughout Government procurement on minimizing 
costs when fulfilling a requirement. 

A second objective in the Government acquisition process 
is the implementation of socio-economic programs. It is the 
Government’s responsibility to ensure a healthy and growing 
economy. Since the Government does not control the funds 
of individual firms, it depends on the Government acquisi- 
tion process to implement its programs dealing with the 
economy. Incorporated into the Government's procurement 
regulations are requirements to comply with existing socio- 
economic programs. 
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A third objective of Government acquisition is to main- 
tain an industrial base sufficient to cope with any major 
crisis such as a war* It is desired that funds be spread 
throughout the existing industrial base to maintain or to 
increase it* The Government's acquisition process again is 
the only direct control that the Government has to achieve 
this objective. 

D. PRIME CONTRACTOR AND SUBCONTRACTOR OBJECTIVES 

The primary objective of most businesses is to earn 
revenue for the owners or stockholders and for the con- 
tinued existence or growth of the firm. This is true for 
both prime contractors and subcontractors, it is with this 
goal in mind that businesses negotiate their contracts. The 
prime contractor attempts to win the best terms possible from 
the Government; financial, technical, and schedule included. 
The prime then attempts to achieve what he considers the 
best terms in his favor from proposed subcontractors. The 
terms achieved are normally consistent with the firms current 
objectives, which may be to maximize profit, utilize exist- 
ing production facilities, increase technical capabilities, 
or even to develop a new market. Thus the prime contract or 
may be motivated by any one of a number of goals. 

The subcontractor is normally motivated by the same 
reasons that the prime is motivated. The size of the sub- 
contractor has a great deal to do with his objectives 
though. Large firms use subcontracts to utilize excess 
plant capability and to develop into different product areas. 
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Small subcontractors however, are subcontractors by nec- 
essity in many cases. They are small, with limited re- 
sources, and, in many cases, have only one product or type 
of product which they can produce. The primary objective 
of these small subcontractors is to continue in business 
as well as make a profit. 

E. GOVERNMENT PROGRAMS WHICH AFFECT SUBCONTRACTING 

In order to have some impact in the area of subcon- 
tracts, the Government has several programs written into 
their acquisition regulations. Some of these programs 
include the Contractor Procurement System Review (CPSR), 
the right to consent to subcontracts, the Component Break- 
out Policy, and Small Business Subcontracting Policy. The 
following is a brief summary of these programs. 

1 . Contractor Procurement Systems Review 

In 1952, the requirements for contractors to furn- 
ish detailed data on every subcontract or purchase order 

si 

was causing excessive dalays in the acquisition process. 
Recognizing this, the Headquarters, Air Material Command 
USAF developed the Procurement Systems Review. / 26:355_7 
The purpose of this review was to conduct a review of the 
contractor’s procurement system in lieu of a review of 
individual purchases orders or subcontracts. This process 
evolved and was adopted for the entire Department of Defense 
when it was incorporated into the Armed Services Procurement 
Regulation in 1966. /_ 26:356_7 l n its present form, this 
program is called the Contractor Procurement System Review 
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(.CPSR). The CPSR includes the evaluation of "purchasing of 
materials, services, subcontracting, and subcontract man- 
agement, and in the case of major system acquisition pro- 
grams. • .includes the management of the acquisition of 
material and services through purchase, from development of 
the requirement through completion of subcontract perfor- 
mance." 7:23-1 00_7 

The CPSR is required to be conducted on a contrac- 
tor's procurement system when his negotiated sales to the 
Government both as a prime and a subcontractor are in excess 
of SI 0,000, 000 per year. The objectives of the review are 
to provide: 

1 . a means for evaluating the efficiency and effective- 
ness with which the contractor spends Government funds; 

2. the basis for the administrative contracting officer 
(ACO) to grant, withhold, or withdraw approval of the 
contractor's procurement system; 

3. reliable current information to the procuring con- 
tracting officer (PCO) on the contractor's procuring 
system for use in source selection, determining the 
appropriate type of contract, and establishing profit 
and fee objectives; 

4. an independent review of the contractor's procurement 
system to optimize its effectiveness in complying with 
Government policy; and 

5. current procurement system information for appro- 
priate Department of Defense activities in areas of 
Government interest. 7:23-100_7 

A major part of the CPSR is the determination of 
whether the contractor competes his purchases and subcon- 
tracts to the maximum extent practicable. Items covered 
in this determination include whether: 

1. a sufficient number of sources is solicited; and 
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2. subcontracting procedures provide other elements of 
adequate and effective price competition, including - 

A. adequate descriptions of any factors to be eval- 
uated, and 

B. evaluation of all offers on a common basis. Z"~ 7 : 23- 

103.7 

The CPSR is conducted by a Procurement Systems 
Analyst (PCA) who is normally assigned to the cognizant 
CAO. After the initial CPSR is conducted, the PSA makes 
a report to the ACO for the granting, continuing, with- 
olding, or withdrawl of approval of the contractor's pro- 
curement system. After approval of a contractor's procure- 
ment system, the ACO is required to develop a surveillance 
system whereby he assures, with the assistance of the PSA 
and contract auditors, that the procurement system continues 
to warrant approval. The penalties which may result from 
an unapproved system include reduction profit rates, lower 
negotiated prices, and increased Government surveillance. 

Z“7:23-108_7 

The Commission of Government Procurement Report of 
1972, mentioned several areas concerning CPSRs which were 
reducing their effectiveness and recommended that they be 
corrected. These include: 

1. Consolidation of the CPSR program under one central 
authority. There was a lack of uniformity in conducting 
CPSRs between DCAS , the Navy, and the Air Force. This 
tended to weaken the motivation for contractors to es- 
tablish sound procurement systems by the fact that the 
Government did not have a firm and consistent policy. 

2. Inclusion of special provisions in the contract by 
the negotiator tended to negate the relief from indi- 
vidual consent requirements. 

3. Within DOD, due to manpower limitations, the program 
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did not fulfill its ASPR mandate of scope or coverage. 

4. Significant benefits would be obtained_from a formal 
training capability for PSAs within DOD. / 26:389-391 __/ 

The CPSR program is a method by which the Govern- 
ment can keep a limited degree of control over a contrac- 
tor's procurement system. Although the program is well 
structured there have been some deficiencies as reported 
by the Commission of Government Procurement. 

2. Government Consent to Subcontracts 

In certain instances, the Government finds it nec- 
essary to retain the right to consent to the prime con- 
tractor's proposed subcontracts. This may be because the 
item is critical and requires Government monitoring, the 
item may have a significant cost impact, or the item may 
impact on schedule. DAP lists the conditions under which 
consent is required. For Fixed-Price Contracts (except FFP 
and FPE) consent is required if the proposed subcontract is 
a cost reimbursement, time and materials, or labor hours 
contract estimated to be in excess of $25,000; if the pro- 
posed subcontract will exeed $100,000; or if the proposed 
subcontractor will receive in excess of $100,000 in total 
subcontracts under the prime contract. /"*7:7-104*23_/ For 
Cost Reimbursement Contracts, consent is required for any 
proposed cost reimbursement, time and materials, or labor 
hours subcontract, for proposed fixed price subcontracts in 
excess of $25,000 or five percent of the total estimated 
cost of the prime contract; and for any proposed subcontract 
requiring fabrication, purchase, rental, installation, or 
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other acquisition of special test equipment having a value 
in excess of $1 ,000 or of any items of industrial facilities 
Z“7:7 -203. 8_7 Consent may also be required if the Con- 
tracting Officer decides to lower the threshold for closer 
surveillance of critical items. Consent may be deleted for 
items identified during negotiations except in major systems 
acquisitions, : 23-201 . 1_J7 

Consent to subcontracts is conducted by the cogni- 
zant contracting officer whether it be the PCO or ACO, 
Consent to a subcontract however does not constitute a deter 
raination of the subcontract cost or the allowability of 
costs. It does minimize the requirement for retroactive 
review of subcontracts, except cost reimbursement subcon- 
tracts, for the purpose of determining reasonableness of 
costs, unless there is some indication that costs may be 
unreasonable. /~7:23-202_7 

In reviewing proposed subcontracts, the Contracting 
Officer is required to consider a wide range of areas. The 
areas are listed in DAP. /~7 : 23-202__7 One of the areas 
considered is the basis for selecting the proposed subcon- 
tractor, including the price competition obtained. This 
factor could be used as a basis for not consenting to the 
subcontract. 

The Government action in response to the use of a 
subcontractor which was not consented to would be in the 
determination of allowable costs and final contract price. 

3* The Component Breakout Policy 

The Component Breakout Policy is used in Government 
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acquisition as a means of providing specific equipments or 

items to prime contractors directly from the Government 

when it is to the Government's advantage to provide the 

items. The policy as listed in DAR is: 

Whenever it is anticipated that the prime contract for a 
weapons system or other major end item will be awarded 
without adequate price competition, and the prime con- 
tractor is expected to acquire a component without such 
competition, it is the Department of Defense policy to 
break out that component if: 

i. substantial net cost savings will probably be 
achieved; and 

ii. such action will not jeopardize the quality, 
reliability, performance or timely delivery of the 
end item. 

The desirability of breakout should also be considered 
(regardless of whether the prime contract or the com- 
ponent being purchased by the prime contractor is on the 
basis of price competition) whenever substantial net cost 
savings will result (A) from greater quantity purchases 
or (B) from such factors as improved logistics support 
through reduction in varieties of spare parts and econ- 
omies in operations and training through standardization 
of design. Primary breakout consideration shall be given 
to those components of the end item representing the 
highest annual procurement costs and offering the largest 
potential net savings through breakout. 1 -326.2_J7 

Although the Component Breakout Policy does not 
directly affect the prime contractor's use of competition, 
it gives the Government an option to avoid having to depend 
on the prime contractor for items that the Government can 
obtain under better terms. Since prime contractors are given 
a management fee as part of the prime contract price, a 
reduction of subcontracts and thereby the management fee, 
reduces the prime contractor's profit. 

4» Small Business 

As previously mentioned, the Government uses the 
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acauisition process to implement many of its socio-econimic 
programs. One of the largest programs which affects ac- 
quisition is the Small Business and Small Disadvantaged 
Business Program. A small business is defined as a concern 
which is independently owned and operated, is not dominant 
in the field of operation in which it is bidding on Govern- 
ment contracts, and, with its affiliates, can further qual- 
ify under the size criteria in DAR. ^""7:1-701.1 _7 A small 
disadvantaged business concern is one which qualifies under 
the definition of a small business plus is at least 51 
percentum owned by one or more socially and economically 
disadvantaged individuals. / 7:7-203.74_7 

The policy concerning the use of Small Business and 
Small Disadvantaged Business Concerns is: 

to enable small business concerns to be considered fairly 
as subcontractors to contractors performing work or 
rendering services as prime contractor or subcontractors 
under Government contracts, and to assure that prime_c on- 
tractors and subcontractors carry out this policy. / 7:1- 

707. 2_7 

In October 1978, Public Law 95-507 was enacted which 
implemented several changes to the Small Business subcon- 
tracting procedures in Government acquisition. Some of 
the requirements of this change include: 

1. Establishment of an Office of Small and Disadvantaged 
Business Utilization in each Federal agency with procure- 
ment authority. 

2. The requirement for contractors to submit subcontract- 
ing plans for all contracts in excess of S 500,000 to 
include percentage goals for the utilization of small and 
small disadvantaged firms. 

3. The use of incentives by the Government to increase 
small and small disadvantaged concerns subcontracting 
opportunities. 
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4. Inclusion of the small disadvantaged business concern 
representation in all purchases other than small pur- 
chases. Cl'. 1-707_7 

The Government controls the amount of small business 
participation through the requirement for the PCO to deter- 
mine the adequacy of the contractor's subcontracting plan 
as a basis for award. This program is aimed at increasing 
the number of small businesses receiving Federal funds and 
thereby stimulating the economy. It is competitive by rea- 
son of increasing the number of possible sources. 

F. SUMMARY 

This chapter has described the background necessary 
for an understanding of the concept of competition at the 
subcontract level and the Government’s requirement that it 
be used. Areas covered included the concern expressed 
regarding competition, the need for competition, objectives 
of the Government and industry, and Government programs 
affecting competition. The following chapter will describe 
the data collected in an attempt to analyze the state of 
competitive subcontracting currently achieved. 
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IV. GOVERNMENT SUBCONTRACTING 



The purpose of this chapter is to present some of the 
answers to questions used during interviews and literature 
searches by the researcher as well as an analysis of these 
answers. Areas to be covered include the current nature of 
competitive Government procurement, competitive practices 
as used by the Government and industry, and problems en- 
countered in attempting to compete subcontracts. 

A. COMPETITION AT THE SUBCONTRACT LEVEL 

In determining the nature of competition at the sub- 
contract level, several different questions were asked of 
the interviewees. These included their definitions of 
competition, the kinds of items subcontracted for, sub- 
contractor size, the degree of competition currently being 
achieved, and their perception of the need for competition. 
The following are summaries of their responses. 

1 . Competition Defined 

When asked to characterize competition at the sub- 
contract level, the first aspect cited by all of the inter- 
viewees was the definition of competition. Each inter- 
viewee had a different concept of what competition was. One 
prime contractor stated that his company considered a sub- 
contract to be competitive if it received more than one 
response to a Request for Quotation (RFQ) , regardless of 
any large differences in the quoted prices or divergence 
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from the proposed terras and conditions. Three other prime 
contractors interviewed stated that competition was obtained 
with the receipt of three or more bids with at least two 
qualifying as responsive. 

All of the subcontractors interviewed stated that 
they felt themselves in a competitive environment for all 
transactions except those in which their company held a 
patent or could otherwise be considered a sole source. 

A Government source at DCAS stated that the defini- 
tion of competition as used in conducting CPSRs was that 
there be a minimum of three bids to any RFQ. 

Although each company interviewed had a specific 
idea of what competition meant to them, there was found to 
be no generally accepted definition or criterion used in 
industry to define the concept of competition. The only 
clear cut definition of competition found in Government was 
the DAR definition of adequate price competition. /~ 7 ' 3 ~ 
804.7_7 This lack of a general definition between the 
Government and industry makes measurement of the extent of 
competition industry-wide in subcontracting virtually 
impossible. Several interviewees indicated that the dif- 
ferent standards used by the different actors in the ac- 
quisition process contribute significantly to the confusion 
and complicate the job of the Government Contracting Officer 
in making his decisions. 

2. Types of Items Subcontracted 

The amount of competition obtained in subcontracting 



is also highly dependent upon the types of items for which 



subcontracts are awarded. For most raw materials and com- 
monly used components, prices are normally close between 
sources and there are usually a large number of sources 
available. The type of competition sought by the prime con- 
tractors interviewed for such items centered primarily on 
delivery terms. The prime contractors stated that since 
price was normally fixed over a small range for these items, 
it was to their advantage to contract for the best delivery 
terms in order to decrease their risk. 

Highly specialized parts such as pumps or valves 
that are patented, technologically complex items such as 
rocket engines or guidance systems, and items requiring 
large plant capacities such as airframes or ships hulls 
were identified by interviewees as more difficult to compete 
due to the limited number of sources with the capability to 
produce them. Competition for subcontracts with these 
sources is further reduced if their plants are in use or if 
they are competing directly against the prime contractor for 
the same contract. Interviewees stated that as a general 
rule, the amount of competition available for an item varies 
inversely with the degree of complexity, difficulty, or 
capital investment required for production of that item. 

3* Subcontractor Size 

The subcontractor himself will have different char- 
acteristics depending upon the situation. A common miscon- 
ception is that subcontractors are always small with limited 
capacities. Although this is true in some cases, it is far 
from true in the majority of instances. It is very common 



43 



for a company the size of McDonell-Douglas to be a subcon- 
tractor to another corporate giant, such as General Dynamics. 
This is especially true in the development of large expensive 
programs requiring huge capital investments and extensive 
technological development. Teaming agreements are used in 
some instances with one company taking the lead as the prime 
contractor and the other assuming the subcontractor role. 

In any major system acquisition, a prime contractor 
may have a corporate giant as well as several smaller com- 
panies as subcontractors. Interviewees stated that with the 
increased Government emphasis on small and minority business 
involvement in Federal acquisitions, the number of these 
small subcontractors should be increasing. 

As an example of the mixture of subcontractors, a 
study was recently conducted on four major defense systems 
acquisitions which included 18 subcontractors. Of the 18, 
seven conducted more business as subcontractors, and four 
felt that their business was evenly divided between prime 
contracts and subcontracts. Z 23; 34 J 

It can be seen from these figures that a company 
can be a prime contractor for one contract, subcontractor 
for another, and prime contractor for the next. No company 
is permanantly relegated to a specific role. 

4. Amount of Subcontract Competition 

Considering the differences in definitions of com- 
petition together with the various types of subcontracted 
items and the sizes of the firms, there were some very 



interesting statistics given by the interviewees as to the 
extent of subcontract competition currently being achieved. 
Since most companies interviewed did not separate their 
statistics between production and development subcontracts, 
the statistics quoted will be a combination of both types 
of procurement. 

One prime contractor in the aerospace industry 
stated that in 1977> 60% of his company's subcontracts 
we re competitive and that in 1978 this figure increased to 
76%. His figures for the number of sole sources were un- 
available because they were lumped together with single 
sources and directed subcontracts. Another aerospace firm 
claimed that 95% of all of its subcontracts were competitive 
and that 90% of its total subcontracted dollars were com- 
petitive. It claimed an upward trend in competition. All 
four major prime contractors interviewed estimated that at 
least 60% of their subcontracts were competitive and that 
they were improving that figure yearly. 

Subcontractors interviewed varied in the amount of 
their sales which were competitive from 20% to 95% and could 
give no substantial estimates on the overall amount of 
competitive subcontracting in their industries. 

Perhaps the most significant figures on the amount 
of competitive subcontracting v/ere those supplied by DCAS 
based on the results of CPSRs from companies meeting CPSR 
threshold requirements. The amount of competition in sub- 
contracts over SI 0,000 in 1978 was 42% of orders and 37% 
of dollars spent. Both figures have been steadily declining 
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since 1971 when 52% of orders and 48 % of dollars spent were 
competitive. DCAS attributed this decline to the changing 
mixture of contractors, a decline in the total number of 
contracts, and the desire to keep certain contractors in 
business in order to maintain an industrial base. 

As can be seen by these figures, there is a con- 
siderable difference in the amount of competitive subcon- 
tracting perceived by industry and the figures obtained by 
the Government. This difference is accentuated by the lack 
of a common definition of competition, the product mixes 
of the industries interviewed, and the limited sources 
available to the Government, primarily only CPSR qualified 
firms. 

5. The Need for Competition 

Industry and Government also differ in their opinions 
as to whether there is sufficient competition already in 
subcontracting. Interviewees were asked if they perceived 
a need to increase the amount of competitive subcontracting. 

Congress perenially brings up the need for more 
competitive subcontracting. As Senator Proxmire stated 
before the Joint Economic Committee in 1972 "...subcontract- 
ing competition is being avoided." /"~2:145_7 OFPP and DCAS 
interviewees stated that the need for competitive subcon- 
tracting as called for by the Congress stems from a lack 
of complete statistics as to the extent of subcontracting. 
There is no centralized or standardized reporting procedure 
for prime contractors to report on the amount and type of 
competition achieved in subcontracting. The only 
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measurements taken are of the extent of small business 
participation, competition as measured in CPSPs conducted 
by DCAS , the Navy, and Air Force (limited to prime contrac- 
tors conducting over 510,000,000 in Government contracts 
per year), and figures held by individual project offices. 
There are no data bases available to measure the amount of 
all subcontracts awarded competitively. 

Prime contractors interviewed felt that there was 
sufficient competition available and being achieved by their 
companies. One aerospace contractor stated that there were 
always 6-7 responses to each PFQ. All prime contractors 
interviewed felt that the Government should not take steps 
to try to increase the amount of competition due to the 
potential increases in contract prices and time required to 
accomplish any new requirements. 

The subcontractors interviewed also felt that there 
was sufficient competition. They expressed the fear that if 
the Government were to push for an increase in competition 
then they may lose some of their bargaining power with 
prime contractors due to the increase of options. The sub- 
contractors interviewed did not want an increase in competi- 
tion for items they were already producing, they preferred 
to be sole source or one of a very few sources in order to 
ensure a market. 

Thus it can be seen that there is no agreement on 
the sufficiency of competition at this time. The Govern- 
ment lacks data, prime contractors are content and want no 
more Government interference, and subcontractors are not 
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all in favor of competition due to its effect on their 
market. 

6. Summary 

The nature of competition at the subcontract level 
varies from contract to contract as can be deduced from the 
preceding section. Factors which affect the nature of 
competition in subcontracting include the various defini- 
tions of competition, the types and sizes of firms, the cost 
and complexity of the requirement, and the desire of the 
interested parties to achieve competition. 

B. COMPETITIVE PRACTICES 

The degree of competition obtained in a subcontract is 
dependent on the actions taken by all three parties involved: 
the Government, prime contractor, and subcontractor. Each 
of these actors affects the amount of competition through 
its policies and procedures. The following paragraphs 
describe some of the areas where each actor influences the 
amount of competition. 

1 . Prime Contractors 

When asked how they were achieving competition at 
the subcontract level, prime contractors described their 
efforts in three major areas; source selection, contract 
type, and source development. The following is a summary 
of their efforts. 

a. Source selection 

The prime contractors interviewed stated that 
after the decision to buy an item is made, the specifications 



for the Request for Quotation (RFQ) were developed in the 
prime contractor's engineering departments based on the prime 
contract specifications, the material known to be available 
on the market, and the estimated capabilities of known 
suppliers. In some cases, especially in new development 
contracts or in technical areas in which the prime con- 
tractor has little or no expertise, potential subcontrac- 
tors are queried for input to the proposed specifications. 
Dependence on subcontractors for specifications gives these 
subcontractors an advantage in competing for the proposed 
subcontract; they have a head start on proposal prepara- 
tion and, since they helped provide the specifications, 
they potentially have a technical advantage. Prime con- 
tractors stated that this practice was not desirable because 
it put the potential subcontractor into a very strong bar- 
gaining position and tended to make the prime contractor 
dependent on him, but that in some cases it was necessary 
to fulfill prime contract requirements. In cases calling 
for off-the-shelf items the specification preparers weigh 
the known cost and quality of these items against the esti- 
mated costs and quality of specially manufactured items. 

All prime contractors interviewed preferred to use com- 
mercial items, if available, due to the decreased risk in 
production, schedule, and unknown costs. It was felt by 
the prime contractors that competing these items would not 
increase quality or reduce cost because the items had 
already been tested, marketed, and proved reliable • 

After the RFQs have been prepared, they are 
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submitted to potential sources as identified by the prime 
contractor's bidders lists. These lists identify all 
potential sources by name and by capability. Inputs to 
these lists come from unsolicited proposals, advertising, 
past experience, reputation, evaluations prime contrac- 
tor personnel, professional journal articles, and in some 
cases, from recommendations by Government contracting per- 
sonnel. All prime contractors interviewed stated that they 
had excellent industry coverage in their bidders lists as 
evidenced by their success in receiving a large number of 
bids on most RFQs. The prime contractor stated that the 
only area of their bidders lists which was incomplete was 
in the identification of small disadvantaged businesses 
which are being promoted by the Government's small business 
policies. 

After development of the bidders lists, most 
of the prime contractors used a source selection board to 
assign evaluation weights to the various sections of the 
RFQ. This board was normally headed by the director of 
subcontracts and included representatives from the engi- 
neering, quality assurance, and manufacturing departments. 
In most cases, this board also reviewed the potential 
sources on the bidders lists and either selected the sources 
to be solicited or prepared letters of interest to deter- 
mine which sources would be interested in responding. 
Assignment of the evaluation factors prior to sending out 
the RFQ was considered to be a sound competitive practice 
by all of the interviewees. Most of the prime contractors 



50 



interviewed included the evaluation weights in their RFQs. 

One major aerospace subcontract manager stated that his 
company did not include these weights because the form con- 
sidered them as being extraneous information and that bid- 
ding firms could be better evaluated if they were unaware 
of the weighting and judged only on their perception of the 
requirement. Other prime contractors considered inclusion 
of these weights as a factor which could contribute to com- 
petition as well as foster better bids. Inclusion of the 
weights could prevent a competitive advantage by a firm 
which has had prior business with the prime contractor and 
is accustomed to the prime's evaluation criteria over another 
firm which has had little or no experience with the prime. 

All of the major prime contractors made use of 
bidders conferences for major purchases during which they 
clarified any areas of confusion for all potential sources. 
These conferences were primarily held for large or complex 
developmental or systems subcontracts. The primary goal 
of these conferences was to ensure that all of the bidders 
were bidding for exactly the same items and secondarily, 
to ensure that all of the bidders had exactly the same 
information. 

The procedures for evaluating proposals was 
found to be standard throughout the prime contractors inter- 
viewed. After proposals were received they were broken 
down into areas of expertise and forwarded to the members 
of the source evaluation committee. This committee normally 
consisted of the principle engineer involved, the material 
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manager, manufacturing experts, financial auditors, and the 
subcontract manager (in some cases this evaluation team 
was the same as the source selection board). Each member 
saw only the proposal sections in his area of expertise and 
received all of the proposals at the same time. After 
evaluation was completed, the results were forwarded to the 
source selection board for determination of award. Depend- 
ing on the size and importance of the subcontract, final 
approval was sometimes required at the highest levels of 
some firms. 

The primary areas evaluated in the source selec 
tion process were: 1) technical approach; 2) cost; 3) past 
experience; 1 +) manufacturing capability; 5) schedule; and 
6) management. The weighting varied depending on the mater 
ial required and the conditions of the prime contract, but 
generally, prime contractors insisted that the technical 
approach was the primary criterion. 

Source selection procedures as outlined above 
were found to be standard throughout the prime contractors 
interviewed with the exception of inclusion of evaluation 
weighting factors in the RFQ. All of the prime contractors 
interviewed were CPSR approved. This review process did 
not surface any problems with the prime contractors’ source 
selection systems. 

b. Contract Type 

In the area of contract type, the prime contrac 
tor attempts to put himself into the optimum risk position 
relative to the subcontractor. If he can, the prime 
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contractor will attempt to force the subcontractor to assume 
the risks of cost overruns, schedules, and deliveries in 
order to minimize the prime contractor's potential for 
failing on the prime contract. The type of contract used 
by the prime contractor determines much of the risk sharing 
and can scare away some potential bidders. 

When questioned about what types of contracts 
were used in their subcontracts, the prime contractors' 
responses varied with the type of acquisition and who the 
subcontractor was. Cost-type contracts were primarily used 
for highly technical or developmental procurements where the 
risk of failure was high. Fixed-price contracts were used 
on smaller developmental and almost all production procure- 
ments. The size of the subcontractor also played a large 
role in the type of subcontract. Subcontracts between 
large companies were found to be more flexible primarily 
due to the large subcontractor's bargaining position. A 
General Dynamics program subcontracted to Hughes Aircraft 
utilized a cost-type subcontract because Hughes would not 
accept a more inflexible type and was the only firm avail- 
able with the capacity to produce the requirement. Small 
subcontractors, on the other hand, were normally found to 
be forced to accept more inflexible contracts due to their 
dependence on the large primes for a market and the number 
of competitors at that level. All of the prime contractors 
interviewed stated that they preferred to use Firm-Fixed- 
Price contracts since they afforded the prime more control 
and less risk. 



53 



Concern over the affect of contract type on 
competition was varied. One prime contractor stated that 
the subcontractors could "take it or leave it" because his 
firm could always find another source. Another prime con- 
tractor stated that if his subcontractors ran into diffi- 
culties due to the type of contract they were forced to 
accept, his firm would probably be "glad to buy them up" 
and finish the contract with the former subcontractor as a 
subsidiary. Another prime contractor stated that his com- 
pany tried to be as equitable as possible in risk sharing 
by being flexible on contract type in negotiations. This 
company realized that non-performance by the subcontractor 
due to contract type (forcing them out of business) would 
not help the prime contractor to fulfill his prime contract 
terms. 

All of the prime contractors were concerned 
over their right to data developed by a subcontractor in 
the performance of the subcontract. As a flow down from 
the Government prime contract, all of the prime contractors 
used a data rights clause in their development contracts. 

The clause claimed the prime contractor's and/or the Govern- 
ment’s right to any data developed by the subcontractor. 

The primary purpose of the clause was to prevent the sub- 
contractor from becoming a sole-source and to provide a 
data package to enable other sources to competitively bid 
on follow-on contracts. Although the prime contractors 
agreed that the data rights clause was extremely useful 
they all agreed that if the Government did not claim and 
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pay for data rights in its prime contract then the prime 
contractor certainly would not - because the extra cost to 
the prime contractor would not be guaranteed reiraburseable. 

It has been shown that prime contractors prefer 
to use the type of contract which reduces their risk the 
most. Some prime contractors attempt to be equitable in 
their negotiations with subcontractors while others depend 
on the competitive nature of subcontracting to enable them 
to use inflexible subcontracts. Data rights are considered 
by all prime contractors to be important but they are not 
willing to pay for them without a guaranteed reimbursement, 
c. Source Development 

It is important that prime contractors be able 
to identify or develop new sources in order to reduce the 
number of sole-source subcontracts and to increase their 
options in awarding and developing new products. Different 
prime contractors have opposite views on how to increase 
their sources. Some are active and others inactive. Most 
of the prime contractors interviewed depended upon estab- 
lished bidders lists and engineering appraisals of exist- 
ing sources. 

A subcontract manager at one aerospace firm 
stated that if the Government did not specifically supply 
funds to develop sources then his firm would do nothing. 

The firm required a contract to include specific direction 
and funding for new source development. 

Only one major firm was found which had an 
active and positive source development program. The company’s 
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executives were given performance evaluations based on a 
management by objectives concept. One of the primary areas 
covered in the evaluation was source development. It was 
company policy that all departments would actively seek 
out new potential sources to increase the company’s selec- 
tion base and allow the company to become potentially more 
competitive for prime contracts through an increase of 
options. The company provided limited funding and techni- 
cal support to new sources, especially if they had the 
potential and desire to compete against sole-sources. One 
method employed by this prime contractor was to identify 
a source with the capability or potential to bid against a 
sole-source, and to encourage that source to develop its 
own specifications and to compete. This program had two 
potential results: 1) the original sole-source would reduce 
its price in the face of competition; and 2) the new source 
could underbid the original source and win the contract. 

In one case cited by the prime contractor, the prime con- 
tractor realized a reduction of 20-50% in subcontract costs, 
a faster schedule, and a marked increase in quality from 
the other competing subcontractors. 

All of the prime contractors interviewed have 
initiated programs to identify potential sources in the 
small and economically disadvantaged business areas as a 
result of the requirement of P.L. 95-507 to establish goals 
for the use of these sources. These programs currently 
consist of reviews of existing bidders lists and industry 
searches for new sources. Prime contractors stated that 
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their initial emphasis is on the quantity rather than the 
quality of these firms that they can identify and use. 

2. Subcontractors 

The subcontractors interviewed stated that their 
efforts to increase their competitive positions were pri- 
marily in the areas of marketing and new production develop- 
ment. Efforts in these areas were dependent largely upon 
the size of the firm and how much of its business was 
dedicated to subcontracts, 
a. Marketing 

The amount of marketing devoted to subcontracts 
varied according to the size of the firm and its product 
mix. Large subcontractors stated that their size and 
diverse capabilities enabled them to be competitive on a 
large range of items. Their research and development and 
marketing efforts were primarily concentrated in the prime 
contract area, but they did a reasonable amount of these 
functions to keep their plants in operation in case of a 
shortage of prime contracts. 

Small subcontractors interviewed stated that 
they were highly dependent on advertising, anticipating 
demand, and new ideas in order to beat their competition 
and win contracts. Their marketing efforts covered areas 
such as; published advertisements in journals and magazines; 
new product descriptions submitted to potential contractors; 
good informal relations with prime contractor personnel; 
and, unsolicited proposals. In order to anticipate demand, 
the small contractors kept abreast of current or planned 
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programs through the Commerce Business Daily, the Wall 
Street Journal, discussions with prime contractors, and 
discussions with Government engineers, 
b. New Products 

Subcontractors are highly dependent on either 
the products that they have exclusive rights to or new 
products which have few or only one producer. Most small 
subcontractors felt that they were not "-competitive" if 
they were not a sole source or one of a very few sources 
for an item. This position was their only guanantee of 
obtaining subcontracts and being able to remain in busi- 
ness. It was found that many of the small subcontractors 
were started as a result of a single new idea or product 
and were dependent upon that item or a new one to remain 
in existence. For this reason, many of the small firms are 
dedicated to new product development and remaining sole- 
source. Competition to them would mean a significant de- 
crease in income resulting in a decrease in the amount of 
funding for new research. For this reason, most small 
firms did everything in their power to maintain sole-source 
status including retention of data rights, the use of 
patents, and dedicating large percentages of their funds to 
new product development. 

Thus small subcontractors increase their com- 
petitive position through advertising and research and 
development. The "competitive" position sought by the 
small subcontractor is that of the sole-source in order to 
guarantee his continued existence. It would not be logical 
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to expect to incentivize these small subcontractors to 
diversify thereby putting themselves into weaker bargain- 
ing positions with prime contractors and eliminating their 
guaranteed markets. 

3. The Government 

Although the Government has no privity of contract 
with the subcontractor and relies on the prime contractor 
to make and administer subcontracts, it does take several 
steps to encourage the prime contractor to compete his sub- 
contracts. The Government does this to increase the 
potential for cost savings and increased quality. Some of 
the steps taken by the Government to promote competition 
include: CPSR; Government consent to subcontracts; the 
requirement for small business participation in Government 
subcontracts; the use of second sourcing; Government Fur- 
nished Equipment; contract clauses; and, contract types. 

The following paragraphs describe these steps, 
a. CPSR 

One of the primary methods of ensuring that a 
prime contractor is adequately competing his subcontracts 
is through the use of the CPSR. The DAR directs that in 
reviewing a contractor's procurement system a determination 
shall be made "as to whether subcontracting is done com- 
petitively to the maximum practicable extent." 23-1 03.b7 

This determination requires therefore, ascertaining whether: 

(i) a sufficient number of sources is solicited; and 

(ii) subcontracting procedures provide other elements of 
adequate and effective price competition, including 
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(A) adequate descriptions of any factors to be eval- 
uated, and 

(B) evaluation of all offers on a common basis. 

L 7:23-103b_7 

As an example of the criteria used for deter- 
mining adequate price competition, the factors considered 
by DCAS during a CPSR are contained in Appendix D. 

The procedures and steps of the CPSR program 
are contained in Chapter III. 

b. Government Consent to Subcontracts 

The Government also ensures that the prime 
contractor is competing his subcontracts through the use of 
the requirement for Government consent to subcontracts as 
described in Chapter III. The clauses for fixed-price 
contracts and cost-type contracts differ from each other 
and are contained in Appendix B. It should be reemphasized 
that despite the threshold limitations in DAP, contracts 
requiring extraordinary Government surveillance may be 
subject to these clauses. 

c. Small Business Requirements 

The enactment of P.L. 95-507 which established 
a new small business and small disadvantaged business sub- 
contracting program is another Government action which is 
intended to increase competition. It requires the apparent 
successful offeror or low bidder for construction contracts 
exceeding $'1 ,000,000 and all other contracts exceeding 
$500,000 to submit subcontracting plans for the utilization 
of small businesses and small businesses owned and con- 
trolled by socially and economically disadvantaged 
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individuals. Subcontracting plans will include percentage 
goals for using such firms and these goals will be used in 
the final determination of award. Any failure of the con- 
tractor to comply with these subcontracting plans ’will be 
considered a material breach of contract. £~3:3_7 The 
Government expects this program to increase the number of 
small subcontractors receiving funds from Government con- 
tracts. 

d. Second Sourcing 

One method that the Government uses to preclude 
the development of sole-source subcontractors is to require 
that the prime contractor have at least two sources for 
critical items. This accomplishes two things. It elim- 
inates the sole-source with the potential for driving up 
contract price and ensures a second source of critical items 
in case one firm fails or there is a national emergency. 

This second sourcing is normally required for items affect- 
ing the strategic forces or systems of the military. In 
many cases this method is accomplished by utilizing tech- 
nical data packages developed in the original contract and 
competed in follow-on contracts. 

e. Government Furnished Equipment 

Another indirect method that the Government 
uses to increase competition at the subcontract level is 
through the use of Government Furnished Equipment CGFS). 

This is essentially a method by which the Government con- 
tracts directly with current subcontractors thus becoming 
prime contractors. The prime contractor is allowed a degree 
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of profit for his subcontract management efforts. If the 
items are furnished GFE then the prime contractor loses 
this profit. Two methods used by the Government to provide 
GFE include the Component Breakout Policy and direct lic- 
ensing. 

Component breakout is a method for generating 
production competition for procurement of components or sub- 
systems. The Government screens a major contractor's make- 
or-buy plan for high cost items. If any of these items 
are being purchased on a non-competitive basis the Govern- 
ment may consider competing them itself and providing them 
to the prime contractor as GFE. 

Although the Government has no privity of con- 
tract with the subcontractor, it may approach the subcon- 
tractor in an attempt to achieve a direct licensing agree- 
ment. This agreement would, in fact, be a prime contract 
for the firm to provide data and expertise to another firm 
of the Government's choice in order to develop the other 
firm into a source for the item. Because the subcontractor 
usually demands a very high fee for this service and be- 
cause it would increase the number of competitors he must 
deal with, this is not a common practice, 
f. Subcontract Clauses 

DAR requires the following clauses in all 
negotiated contracts over #10,000, except in Firm-Fixed- 
Price contracts where award is on the basis of effective 
price competition or where prices are established by law 
or regulation: 
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COMPETITION IN SUBCONTRACTING 

The contractor shall select subcontractors (including 
suppliers) on the competitive basis to the maximum 
practical extent consistent with the objectives and re- 
quirements of the contract. /_ 7*7-104. 40_7 

Although this clause is required, it leaves the option to 

compete up to the prime contractor and basically states the 

Governments preference for competition. 

Other subcontract clauses required specifically 
by DAR are the requirements for Government consent to sub- 
contracts for fixed-price and cost type contracts. : 7- 

104 . 23 , 7 - 203 . 8_7 

g. Contract Type 

The use of award-fee contracts is another 
method currently being employed by the Government to achieve 
competition. The Joint Cruise Missile Program is using 
Cost-Plus-Award-Fee (CPAF) contracts with the award fee 
based in part on the degree and extent of competition ob- 
tained by the prime contractor. The prime contractors in 
turn have used CPAF subcontracts with their major subcon- 
tractors. The PCO felt that this type of contract gave the 
prime contractor significant incentive to compete his sub- 
contracts and the first tier subcontractors significant 
incentive to compete their subcontracts. 

This project office also used two other methods 
to ensure competitive subcontracting. First, the contract- 
ing personnel sat in on the prime contractor's bidder's con- 
ferences and award conferences, and, although having no 
legal position, felt that they influenced the prime 
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contractor's decisions through their presence and awareness 
of his alternatives. Secondly, the PCO retained some con- 
tract administration duties in the project office instead 
of delegating them to an ACO. He retained the right to 
consent to subcontracts for major subcontracts feeling that 
the Contract Administration Organization may not give them 
sufficient attention. This gave the PCO more confidence in 
the prime contractor's subcontracting efforts and encouraged 
the prime contractor not to take any shortcuts since he 
would be dealing with the project office and not a separate 
organization. 

4. Summary 

It has been shown hov; the different actors in the 
contracting cycle affect the amount of competition in sub- 
contracting. The prime contractors have an influence 
through their source selection policies, contract types, 
and source development programs; the subcontractors influ- 
ence competition through their marketing policies and their 
product mix; and the Government influences competition 
through the CPSP , consent to subcontracts, small business 
policies, second sourcing, GFE, contract clauses, and con- 
tract types. 

C. PROBLEMS IN COMPETITIVE SUBCONTRACTING 

There are several problem areas consistently encountered 
in the attempt to achieve competitive subcontracting. These 
problems are encountered by all three parties involved: 
Government, prime contractors, and subcontractors. The 
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purpose of this section is to present some of these problems 
as identified by the interviewees. 

1 . Prime Contractor Problems 

The prime contractors interviewed stated that they 
faced problems in achieving competitive subcontracting in 
three areas. These areas included finding competent sub- 
contractors, evaluating "buy-ins", and Government use of 
inflexible contracts. The following is a summary of their 
comments . 

a. Subcontractor Identification 

Prime contractors claimed that they could not 
always find enough sources willing to compete for Govern- 
ment subcontracts. Some firms, whose business was primarily 
with the commercial sector, did not want to comply with 
Government requirements such as cost accounting standards 
and reporting requirements which were substantially dif- 
ferent than their established procedures. They resented 
what they felt was undue Government monitoring of their 
businesses. Prime contractors felt that there was little 
that they could do to induce these firms into the Govern- 
ment market. 

In some areas, such as high technology and 
complex systems, prime contractors stated that there was 
very little entry of new business into the industry. This 
was due to the high initial investment requirements, the 
number of established firms already in the industry, and 
the relatively small number of contracts available. They 
felt that this also limited the competitive options. 
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Prime contractors were generally unwilling to 
invest in potential sources without a guaranteed return. 

The only program in use by the Government to provide invest- 
ment opportunities was in the small business area where 
loans may be underwritten by the Small Business Administra- 
tion. These guarantees were made only after contract award. 
This post award guarantee was of little help in the prime 
contractors' source evaluation process. 

b. Buy-ins 

Another problem that prime contractors faced in 
obtaining competition was the "buy-in." The prime contrac- 
tor has to be able to identify sources who are deliberately 
underbidding in order to win a contract. Evaluation of 
proposals and sources is a high cost, time consuming pro- 
cedure, but if not properly done, may result in default of 
the subcontractor and thereby problems for the prime con- 
tractor. Prime contractors stated that in many cases, pro- 
posals were received on the borderline between buy-in and 
a reasonable bid. Prime contractors readily accepted the 
buy-in from firms which had a good financial base but were 
hesitant to accept these bids from firms with marginal 
finances. 

c. Prime Contracts 

The increasing emphasis on fixed-price contracts 
by the Government also was found to contribute to the lack 
of competition by the prime contractors. The prime con- 
tractors stated that the lack of flexibility inherent in 
fixed-price contracts limited their subcontract options and 
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in some cases, reduced the number of available sources. 

One prime contractor cited a case where the prime contract 
reciuired him to procure a small number (five) of complex 
items which had been previously produced. The Government 
would not consent to the use of a cost- type subcontract 
since these items had been produced on three separate con- 
tracts. The subcontractor considered the items to be high 
risk production items and subsequently bid very high on a 
fixed-price basis to cover the risk. Since the items were 
essential, the subcontract was accepted at the high price. 

The prime contractor estimated that the use of a cost-type 
contract would have saved the Government 30-50% on these 
items. Prime contractors felt that although the use of 
fixed-price contracts fixed the amount of funds to be spent, 
they could, in cases of complexity and limited sources, 
drive up the total contract price. 

2. Subcontractor Problems 

Subcontractors interviewed stated that most of their 
problems in being competitive stemmed from the prime contrac- 
tors. All of the subcontractors interviewed contended that 
if they maintained themselves in a competitive position, 
able to compete with other firms, they would be at the 
mercy of the prime contractors. If the prime contractor 
could not achieve the terms that he desired from a specific 
subcontractor, then he would go to other subcontractors 
until he found one which would accept his terms. This 
inferior position encouraged subcontractors to become sole- 
sources in order to have a bargaining position in contract 
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negotiations 



Subcontractors agreed with the prime contractors 
that there was a lack of capital available to help them to 
increase their capabilities. They also stated that Govern- 
ment regulations made business with the Government undesir- 
able if a good commercial market were available. 

One subcontractor cited a case of prejudiced 
proposal evaluation by a prime contractor. The prime con- 
tractor was a division of a major corporation. The PFQ 
was submitted to eight sources including another division 
of the corporation which needed the work. The subcontract 
was awarded to the other division due to "superior technical 
approach and manufacturing capability." The losing sub- 
contractor had previously produced the item with no problems, 
had the capability available, and underbid the winning 
source. This subcontractor felt that the large corporations 
considered much more than the best bid in their awards and 
we re not alv/ays proponents of competition. 

3. Government Problems 

The Government is also faced with a number of 
problems in its policy to promote competitive subcontract- 
ing. These problems stem from the inadequacies of existing 
procedures and the lack of resources to do an extensive job. 
The following problems were identified during research and 
include: the lack of adequate subcontracting data, ineffi- 
ciencies in CPSH , problems in consenting to subcontracts, 
technical data packages, the effect of small business 
policies, and the requirement for standardization. 
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a. Subcontracting Data 

Interviews conducted at various levels of DOD 
exposed an apparent lack of concern over competition in 
Government subcontracts. This was due in part to a lack 
of data on the extent of subcontracting and the amount of 
current subcontracts awarded competitively. Interviewees 
at all levels, e.g., OFPP, DOD, Navy and Air Force Systems 
Commands, Project Offices ; and local purchasing activities, 
were highly confident in the relied on contract administra- 
tion functions, such as CPSP and ACO consent procedures, to 
ensure competitive subcontracting. Except for the DAP and 
some Air Force Systems Command publications, there was a 
lack of written procedures and policies throughout the spon- 
soring commands to ensure that competition was being achiev- 
ed and to monitor its extent. As an example, the Navy 
Material Command (NMC) does not give specific direction to 
its subordinate activities concerning procedures or goals 
in competitive subcontracting. The Naval Supply Systems 
Command also has no specific written guidance for its 
Supply Centers or Regional Procurement Offices. The emphasis 
in all of these organisations was on competitive prime con- 
tracts and reliance on the CPSR and ACO consent. 

b. CPSR 

Although the CPSR concept is valid and useful 
in some cases, its implementation has several deficiencies. 
First of all, for a prime contractor to qualify for a CPSR, 
its negotiated sales to the Government, including prime 
contracts and subcontracts under Government prime contracts 
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and including modifications to competitively awarded con- 
tracts, should be expected to exceed $10,000,000 during a 

twelve month period. / 7 : 23 *— 101 7 CPSRs are not required 

by DAP for specific contracts even if they exceed this 
threshold. This threshold limits the number of firms to 
largely major corporations and gives no consideration to 
any prime contractors beneath the threshold. These other 
contractors constitute a large percentage of Government 
procurement dollars and may need to be monitored. The 
threshold had been $5 } 000,000 until recently when it was 
raised in order to compensate for inflation and reduced 
manpower in the contract administration organizations. 

There has been controversy over this increase within the 
Federal Government. The DAP subcommittee on CPSP recommend 
ed that the threshold be maintained at $5,000,000 or even 
lowered since most of the significant savings of the prog- 
ram appeared to be realized in the lower range. The De- 
fense Logistics Agency and DOD fought for the higher thres- 
hold and won. 

Another problem in relying on the CPSP by con- 
tracting officers is the amount of time and manpower re- 
quired to properly perform a CPSP. DCAS policy at this 
time is to send a team of two persons to spend a total of 
only two weeks at a prime contractor's plant to conduct 
the review. The DOD Manual For Contractor Procurement 
Systems Review contains seventy major areas of the contrac- 
tor's purchasing system required to be reviewed. Sources 
at DCAS acknowledge that there was no possible way for a 



70 



team of two to cover these areas in any detail in the time 
allowed. The Air Force uses a four-five man team for three- 
four weeks and the Navy varies significantly in its re- 
sources for CPSP reviews from plant to plant. 

A third element reducing the efficiency of the 
CPSP is the personnel conducting the review. First of all, 
there is no formal training program conducted. All training 
is strictly on the job, leaving room for significant variance 
in inspection standards. V/hat one auditor may consider 
competition another may not. There is also the problem of 
regionalism. The same inspectors may cover a firm time 
after time with no input of new ideas. There is no cross- 
training between regions. The low rating of inspectors 
(GS-11, GS-12) is another negative factor since they are 
auditing a contractor's organization where the average per- 
son they interface with earns 2-3 times their salary. Many 
prime contractors stated that they felt that these Govern- 
ment personnel were not always qualified to tell them how 
to run their business. 

c. Consent to Subcontracts 

Government consent to subcontracts was another 
area presenting significant problems. Six current or former 
ACOs were interviewed and stated that due to manpower, time, 
and the large number of contracts under their cognizance, 
their consents were primarily rubber stamps. The only 
areas even checked by two ACCs were if the proposed subcon- 
tractor had a good business rating in Standard and Poor. 

None of the ACOs interviewed had ever been involved in 
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withholding consent for any subcontract. 

The "rubber stamp" experience was alluded to 
by several of the prime contractors interviewed. Due to 
this perception, it was found that in many cases the prime 
contractor proceeded with the proposed subcontract and 
obtained Government consent after the fact. Prime contrac- 
tors justified this by citing the long delays which would 
result if they waited for each consent action and the 
apparent lack of concern by the Government personnel who 
rubber stamped the proposals anyway. 

In the contracting offices visited contracting 
officers did not trust the ACOs to do a good job in making 
the determination to consent to subcontracts in all cases, 
recognizing that the AGO was burdened by a large number of 
contracts and that he could not give special attention to 
each. To counter this, most major project offices keep 
as much consent responsibility in their own offices as 
possible and, when the load is too large, keep only the 
larger and most critical subcontracts in-house, 
d. Technical Data Packages 

Another area that presents problems is in the 
data packages supplied by subcontractors. A subcontractor 
might not choose to agree to supply a data package if he 
is in competition with the prime contractor on similar 
work. He also may not want to submit the data package if 
he feels that the prime contractor may use it to compete 
against him in a follow-on contract. Several large cor- 
porations were cited by one PCO as having used the data 
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package supplied by the subcontractor to compete against 
that subcontractor. One firm specifically changed its make- 
or-buy plan in additional prime contracts to fabricate an 
item which it had previously subcontracted and gained the 
data rights for. This type of action discourages subcon- 
tractors from providing adequate, if any, data and encour- 
ages the development of sole sources. 

Data packages themselves are not always suffi- 
cient or complete enough to use to achieve competition. 

In many cases, manufacturing techniques vary as well as 
interpretation of specifications. Two firms can build 
from the same specifications and get two completely dif- 
ferent products. Some subcontractors have been known to 
leave critical gaps in their data packages in an attempt 
to maintain a competitive edge, 
e. Small Business 

The changes in the mandatory small business 
laws are presenting some new problems in competitive sub- 
contracting. First, prime contractors feel that there is 
an excessive burden on them to identify small and minority 
business concerns before contract award. The search effort 
is costly and time consuming especially if the contract is 
not guaranteed. Secondly, they are skeptical about the 
requirement for goals , particularly the basis upon which 
they will be determined and the qualifications of the 
Government personnel involved in setting them. Prime con- 
tractors interviewed agreed that this program will have 
significant impact on the cost of prime contracts. 
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Government contracting personnel interviewed 
stated that the new small business requirements would in- 
crease contract costs and probably slow down the procure- 
ment cycle. They cited the longer time required to identify 
sources and the increased administrative burden of con- 
ducting this program as the causes. 

A recent GAO study on the mandatory small 
business subcontracting policy identified the following 
problems : 

-the lack of a clear and consistent definition for the 
term "subcontract" in solicitations and contracts; 

-the difficulties with using incentives to increase small 
business subcontracting 

-the refusal and potential refusal of normal suppliers 
to bid on procurements for commercial items; and 

-the procuring activities lack of adequate data and 
methodology to prepare goals for inclusion in solici- 
tations which would increase small business subcontract- 
ing. z 3 ’• 2_7 

Although the DAS has recently been changed to include this 
new policy, it has not addressed these specific problems. 

The current DAS policy is included in Appendix D. 

What the above problems do to the competitive 
intent of this policy are (1) confuse the definition of 
subcontract leaving an opening for prime contractors to 
avoid the rules, (2) cause mistrust and confusion on the 
part of both prime contractors and subcontractors, and 
(3) allow room for confusion and error in the preparation 
and evaluation of goals. This policy could deter both 
prime contractors and subcontractors from entering into 
contracts with the Government according to several 
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Government contracting personnel interviewed, 
f. Standardization 

Another area which presents a problem in com- 
peting subcontracts is the Government's policy for standardi- 
zation in the military. Standardization is desired in 
order to allow greater flexibility and interchangeability 
between military equipments and systems. Parts from one 
tank should be able to be used to fix another tank. This 
allows a more efficient system of repair parts and allows 
purchases on a scale where cost savings may be realized. 
Competing subcontracts, especially for follow-on contracts, 
provides the means for more than one manufacturer to supply 
a specific part. Even using the same specifications, these 
parts may not be compatible or interchangeable. The desire 
for competition must, therefor, be weighed against the 
desire for standardization. 

An example of an approach used to eliminate 
this problem in the Navy shipbuilding program is that used 
for the FFG-7 class ships. According to the PCO, tradition- 
ally major equipments subcontracted within the same ship 
class could come from different subcontractors and be 
potentially incompatable. This was due to competing the 
contracts as each new group of ships was authorized. In 
an attempt to maintain competition in the initial stages 
and maintain standardization throughout production, the 
FFG-7 program has used a concept of standardized option 
equipment. In the original RFP, forty-two pieces of equip- 
ment were identified to be contractor furnished equipment 
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required to be identical. The contractor then negotiated 
with the potential subcontractors on the basis of an option 
for forty of each of the items. The contract was awarded 
to Bath Iron Works (BI'.V). Another prime contract was award- 
ed to Todd Shipyards but they were directed to use the same 
subcontractors at the prices and terms quoted to 3IW. To 
date there have been no problems 'with the subcontractors 
and the project office is considering extending the option 
for more ships. 

4 . Summary 

It has been shown that there are many problems to be 
faced by all of the actors in the acquisition process in the 
attempt to achieve competitive subcontracting. The prime 
contractor faces Government requirements, inadequate sources, 
and potential buy-ins. The subcontractor faces the diffi- 
culty of Government requirements, prime contractor pressures, 
and the pressure to ensure a market. The Government faces 
the problems of fine tuning its own programs, staffing its 
activities, and encouraging the prime contractors and sub- 
contractors to compete. 

D. CHAPTER SUMMARY 

This chapter has described the nature of competition at 
the subcontract level, the programs and procedures used by 
prime contractors, subcontractors, and the Government to 
achieve competitive subcontracting, and the problems encount- 
ered by each. The following chapter will identify conclu- 
sions and recommendations derived from the preceding infor- 
m ation. 
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V. CONCLUSI 0NS/R5C QMM5NDATI ONS 



A. CONCLUSIONS 

1 . The extent of competitive subcontracting is unknown. 
It is impossible to determine the extent of competitive sub- 
contracting from the information currently available from 
the Government and industry. There is no required reporting 
system in use by the Government to monitor where and on what 
basis subcontracts are awarded. There is confusion and dis- 
agreement between the definitions of competition as used by 
Government and industry causing even the few statistics 
available to be unuseable. Government programs such as CP3S 
and consent to subcontracts are also unreliable sources of 
general subcontracting data since they do not extend to all 
subcontracts and have serious manning and implementation 
problems. Although most of the prime contractors' purchas- 
ing practices have been shown to be competitive, it has also 
been shown that in some cases non-competitive practices 
were either used or had the potential to be used. It cannot 
be assumed therefore, that competition is always used. 

2. There exist a number of pressures in the procurement 
cycle against the increases of competitive subcontracting. 
Prime contractors feel that there already exists sufficient 
competition in their subcontracts and that any more Govern- 
ment interferences or direction could result in higher 
prices and slower deliveries. Prime contractors also point 
out that increased emphasis on competition increases the 
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possibility of buy-ins and subcontract failures. 

Subcontractors are not always willing to support the need 
for competitive subcontracting. Many subcontractors are not 
willing to perform or bid on Government subcontracts due to 
the added requirements that the Government imposes. They 
prefer to deal with the commercial market if available. 

Most subcontractors also prefer the role of a sole-source 
to ensure a market for their products and to achieve a 
better bargaining position with prime contractors. The more 
sources available for an item the less chance that a par- 
ticular subcontractor will be able to win a particular 
subcontract . 

Although the Government policy is for the use of com- 
petition in subcontracting, there is also a desire for 
standardization in most military systems. While this in 
itself is not counter-competitive, if the parts of a system 
were competed each time a new order was authorized there 
would probably result a decrease in standardization. 

3. The Government can both directly and indirectly 
influence the amount of competitive subcontracting. The 
Government is able to influence the amount of competitive 
subcontracting through contract types, contract clauses, 
and contract administration. The use of flexible contracts 
such as cost-type contracts, allows the prime contractor 
more flexibility in attracting potential sources. Contract 
clauses requiring the prime contractor to compete his pur- 
chases are used. The requirements for CPS?, and Government 
consent to subcontracts are methods by which the Government 
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can monitor the prime contractor's compliance with competi- 
tive policies. The Government can use award- fee type con- 
tracts and base the award fee partially on the amount of 
competition achieved by the prime contractor. The deter- 
menation of final contract price can be influenced by the 
Government depending upon the prime contractor's performance 
of clause requirements relating to competition. Thus it can 
be seen that the Government influences competitive subcon- 
tracting through the terms of the original contract and 
through the process of administering that contract and 
determining price. 

lx. Although the Government's monitoring systems and 
objectives are sound, they do not always ensure competition. 
Although DAP clauses direct that subcontracts be awarded on 
a competitive basis, most Government contracting personnel 
depend on the CPSP and the Government's right to consent to 
subcontracts as the primary means to monitor the prime con- 
tractor's compliance with these clauses. It has been shown 
that CPSPs are deficient in the number of firms covered, 
the high threshold to qualify for a review, the lack of 
properly trained personnel to conduct them, and the var- 
iances in the inspection between cognizant performing 
activities. The policy of Government consent to subcontracts 
has also been shown to be inadequate due to the large number 
of contracts monitored by each ACO, the lack of personnel 
and time at the CAOs , the separation between the PCO and the 
ACO, and the prime contractor's desire to proceed with sub- 
contracts prior to consent. The deficiencies in these 



79 



programs allow significant room for non-competitive practices. 

5. The need to increase competitive subcontracting is 
not apparent. Although the Government’s policy is to use 
competition as the primary means of source selection, the 
need to increase the current amount of competition at the 
subcontract level is not apparent. Until the extent of 
competitive subcontracting is determined, it would be illog- 
ical to require that it be increased. Most concern ex- 
pressed by Government officials about the need to increase 
competitive Government subcontracting stems from the lack 
of subcontracting data available to Government policy makers 
and could prove to be unnecessary if it were determined that 
sufficient competition was being achieved by the prime con- 
tractors . 

3 . RE C OMMSND ATI ONS 

1 . Initiate a Government subcontracting report. In 
order to determine whether or not there is a need for more 
Government action to ensure competitive subcontracting, 
there needs to be a method for determining the current extent 
of competition. A clause could be developed for all Govern- 
ment prime contracts requiring the prime contractor to 
report the basis upon which subcontract awards have been 
made. The report could go from the prime contractor to a 
specified CAO via the contracting office for consolidation 
with statistics from other contractors. In order for this 
to work, there would have to be specific definitions of 
subcontract, subcontractor, and adequate competition 
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included in the clause. The report should include factors 
such as number of firms solicited, number of responses, 
evaluation factors and weights, reason for award, and justi- 
fication of sole source or inadequate competition. These 
reports could be monitored by the cognizant CAO and would 
not preclude the need for CPSPs and Government consent to 
subcontracts. What the report would accomplish would be to 
determine if any Government actions were required in this 
area. Failure to comply with the reporting system could 
result in reductions of final prime contract prices. 

The major difficulties with this system would be the 
addition to the costs of individual contracts and the added 
work load for already overburdened Government contracting 
offices. Prime contractors would charge high costs for the 
reporting burden but these costs could eventually be re- 
covered if action were taken to increase the percentage of 
competitive awards. The lack of personnel is a primary 
reason why current Government subcontracting programs are 
inadequate. Although this program would increase the work- 
load requirement, it may result in actions which would re- 
duce the need for ACO consent through implementation of 
other programs or reduction of current requirements if 
competition is found to be adequate or better. 

2. Develop a mandatory competitive subcontracting 
clause. If it is determined that more competition is 
necessary or desirable in Government subcontracts, the only 
method of ensuring that there will be compliance to the 
Government's policy is through the use of a mandatory 
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subcontracting clause in all prime contracts. This clause 
should require that all subcontracts be awarded on a com- 
petitive basis. Reporting and close monitoring of subcon- 
tracts would then be necessary only for the exceptions to 
this policy thereby reducing CAO workload. The clause ■ 
should include the definitions of subcontract, subcontrac- 
tor, and adequate competition to ensure uniform compliance. 
Monitoring the performance of this policy could take place 
through a modified CPSR which would include a review of all 
prime contractors over a threshold much reduced from the 
current $10,000,000. Centralization of the responsibility 
for CPSR would also assist in the uniform implementation of 
this goal. Penalties for non-compliance could be affected 
against final contract price and future contract awards. 

This clause would also be costly to implement. Prime 
contractors would probably add in a cost to comply with the 
clause even if they were already complying with the policy. 
The potential benefit for the Government could be derived 
if the savings realized by increased competition were • 
greater than the cost of implementation of the clause. 

C. CONTRIBUTION OF THE STUDY 

This study was undertaken to identify the nature of 
competition at the subcontract level and to surface the 
problems currently being encountered in achieving this com- 
petition. It has been shown that subcontracts account for 
a significant portion of the Federal procurement dollar and 
that contracting officers should be aware of the manner in 
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which prime contractors use this money. It is hoped that 
contracting officers reading this study can derive some 
ideas on how to motivate their prime contractors to compete 
their subcontracts and potentially save the Government some 
money while procuring quality items. 

D. AREAS FOR FURTHER RESEARCH 

! 

While performing research on this topic, several related 
topics were encountered which may warrant further research. 
These included: 

(1) A thorough analysis of the subcontracting procedure 
as used in the Navy's FFG-7 program due to its unique sub- 
contracting policies. 

(2) The desirability of direct Government funding of 
potential subcontractors to increase their capabilities. 

(3) The consolidation of the CPSR under one Govern- 
ment agency. 

(if) The effect of the new small business requirements 
on contract prices. 
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APPENDIX A 



RESEARCH QUESTIONS 

The following is a sample of the questions used by the 
researcher in conducting interviews with prime contractors, 
subcontractors, and Government personnel. These questions 
were used to lead the discussions with interviewees. 

PRIME CONTRACTORS 

What percentage of your subcontracts are sole source? 
Competitive? 

What steps do you take to eliminate sole sources? 

Describe your source selection policy and procedures 
Define competition. 

How do you know that you are achieving adequate competit- 
ion? 

Which items are easiest to compete? 

'Who are your typical subcontractors? 

Do you feel that you are achieving sufficient competition 

What factors determine whether you compete a subcontract? 

What problems do you encounter from subcontractors when 
attempting to compete? The Government? 

Do you have a source development program? 

How is the Government encouraging you to compete sub- 
contracts? 

What actions could the Government take to assist you or 
make it easier for you to obtain competition? 

SUBCONTRACTORS 

What percentage of your contracts are awarded on a compet 
tive basis? 
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Are you a sole source? Why? 

How do you develop your markets? 

What do you do to become competitive? 

Do you feel that there is sufficient competition? 

What problems does competitive subcontracting present to 
subcontractors? 

What Government and prime contractor policies are you aware 
of in the area of competitive subcontracting? What prob- 
lems do these cause? 

What actions would you recommend for the Government to 
increase competitive subcontracting? 



GOVERNMENT 



Government contracting personnel were asked: 

What percentage of your subcontracts are awarded compet- 
itive ly? 

How do you motivate the prime contractors to compete their 
subcontracts? 

What directions and goals are you given by Government 
policy makers? 

Do you become involved in Government consent to subcon- 
tracts? How? 

What do you consider as adequate competition? 

What problems do you encounter in achieving competitive 
subcontracting? 

What policies or changes would enable you to increase the 
amount of competition? 

Government CPSR personnel were asked: 

How does CPSR help to encourage subcontract competition? 

How effective is the CPSR? 



What problems have been encountered in the implementation 
of the CPSR program? 

Government policy makers were asked: 

How much competitive subcontracting is there? 
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What policies have been implemented to encourage competi- 
tive subcontracting? 

What direction has been given to your subordinate commands? 
What actions are currently contemplated? 

Do you percieve a need for action to increase competitive 
subcontracts? 
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APPSNDI X B 




EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 2050} 



April 5, 1976 CIRCULAR NO. A-109 

i 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 
SUBJECT: Major System Acquisitions 



1. Purpose . This Circular establishes policies, to be 
followed E>y executive branch agencies in the acquisition of 
major systems. 

2. Background . The acquisition of major systems by the 
Federal Government constitutes one of the most crucial and 
expensive activities performed to meet national needs. Its 
impact is critical on technology, on the Nation's economic 
and fiscal policies, and on the accomplishment of Government 
agency missions in such fields as defense, space, energy and 
transportation. For a number of years, there has been deep 
concern over the effectiveness of the management of major 
system acquisitions. The report of the Commission on 
Government Procurement recommended basic changes to improve 
the process of acquiring major systems. This Circular is 
based on executive branch consideration of the Commission ' s 
recommendations . 

3. Responsibility . Each agency head has the responsibility 
to ensure that the provisions of this Circular are followed. 
This Circular provides administrative direction to heads of 
agencies and does not establish and shall not be construed 
to create any substantive or procedural basis for any person 
to challenge any agency action or inaction on the basis that 
such action was not in accordance with this Circular. 

4. Coverage . This Circular covers and applies to: 

a. Management of the acquisition of major systems, 
including: 0 Analysis of agency missions 0 Determination of 

mission needs ° Setting of program objectives 
Determination of system requirements ° System program 
planning ° Budgeting 0 Funding 0 Research ° Engineering 0 
Development 0 Testing and evaluation 0 Contracting 0 
Production 0 Program and management control ° Introduction 

(No. A-109) 
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of the system into use or otherwise successful achievement 
of program objectives. 

b. All programs for the acquisition of major systems 
even though: 

(1) The system is one-of-a-kind. 

(2) The agency's involvement in the system is 
limited to the development of demonstration hardware for 
optional use by the private sector rather than for the 
agency's own use. 

5. Definitions ♦ As used in this Circular: 

a. Executive agency (hereinafter referred to as agency) 

means an executive department, and an independent 

establishment within the meaning of sections 101 and 104 (IX, 
respectively, of Title 5, United States Code. 

b. Agency component means a major organizational 

subdivision of an agency. For example: The Army, Navy, Air 

Force, and Defense Supply Agency are agency components of 
the Department of Defense. The .Federal Aviation 
Administration, Urban Mass Transportation Administration, 
and the Federal Highway Administration are agency components 
of the Department of Transportation. 1 

c. Agency missions means those responsibilities for 
meeting national needs assigned to a specific agency. 

d. Mission need means a required capability within an 

agency's overalT purpose, including cost and schedule 

considerations . 

e. Program ob j ectives means the capability, cost and 
3chedule goals being sought by the system acquisition 
program in response to a mission need. 

f. Program means an organized set of activities 

lirected toward a common purpose, objective, or goal 

indertaken or proposed by an agency in order to carry out 
responsibilities assigned to it. 

g. System design concept means an 
:erms of general performance, 

:haracteristics of hardware and software 

(No. A- 109) 
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operate or to be operated as an integrated whole in meeting 
a mission need. 

h. Major system means that combination of elements that 
will function together to produce the capabilities required 
to fulfill a mission need. The elements may include/ for 
example, hardware, equipment, software, construction, or 
other improvements or real property. Major system 
acquisition programs are those programs that (1) are 
directed at and critical to fulfilling an agency mission, 

(2) entail the allocation of relatively large resources, and 

(3) warrant special management attention. Additional 
criteria and relative dollar thresholds for the 
determination of agency programs to be considered major, 
systems under the purview of this Circular, may be 
established at the discretion of the agency head. 

i. System acquisition process means the sequence of 
acquisition activities starting from the agency's 
reconciliation of its mission needs, with its capabilities, 
priorities and resources, and extending through the 
introduction of a system into operational use or the 
otherwise successful achievement of program objectives. 

j. Life cycle cost means the Siam total of the direct, 
indirect, recurring, nonrecurring, and other related costs 
incurred, or estimated to be incurred, in the design, 
development, production, operation, maintenance and support 
of a major system over its anticipated useful life span. 

6. General policy ♦ The policies of this Circular are 
designed to assure the effectiveness and efficiency of the 
process of acquiring major systems. They are based on the 
general policy that Federal agencies, when acquiring major 
systems, will: 

a . Express needs and program objectives in missio n 
terms and not equipment terms to encourage innova ti o n_ an d _ 

competition in crea ting, ex ploring, and. _-_~5evalopiiig 

alterna tive system “design concepts.. 

b. Place emphasis on the initial activities of the 
system acquisition process to allow competitive exploration 

nf alternative system design concepts in response to mission 

• _ 
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c. Communicate with Congress early in the system 
acquisition process by re lating major system acquisition 
programs to agency mission needs. This communication should 
follow the requirements of Office of Management and Budget 
(OMB) Circular No. A-10 concerning information related to 
budget estimates and related materials. 



d. Establish clear lines of authority, responsibility, 
and accountability for management of major system 
acquisition programs. Utilize appropriate managerial levels 
in decisionmaking, and obtain agency head approval at key 
decision points in the evolution of each acquisition 
program. 



e. Designate a focal point responsible for integrating 
and unifying the system acquisition manaaement process and 
monitoring policy implementation. 

f. Relv on private industry in accordance with the 
policy established by OMB Circular No. A-76. 

7. Major system acquisition management objectives ♦ Each 
agency acquiring ma;jor systems should: 

a. Ensure that each major system: Fulfills a mission 
oeed. Operates effectively in its intended environment. 
Demonstrates a level of performance and reliability that 
justifies the allocation of the Nation's limited resources 
for its acquisition and ownership. 

b. Depend on, whenever economically beneficial, 
competition between similar or differing system design 
concepts throughout the entire acquisition process. 

c. Ensure appropriate trade-off among investment costs, 
ownership costs, schedules, and performance characteristics. 

d. Provide strong checks and balances by ensuring 
adequate system test and evaluation. Conduct such tests and 
evaluation independent, where practicable, of developer and 
aser . 



e. Accomplish system acquisition planning, built on 
analysis of agency missions, which implies appropriate 
resource allocation resulting from clear articulation of 
agency mission needs. 
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f. Tailor an acquisition strategy ror each prograKi, as 
soon as the agency decides to solicit alternative system 
design concepts, that could lead to the acquisition of a new 
major system and refine the strategy as the program proceeds 
through the acquisition process. Encompass test and 
evaluation criteria and business management considerations 
in the strategy. The strategy could typically include: ° 
Use of the contracting process as an important tool in the 
acquisition program ° Scheduling of essential elements of 
the acquisition process 0 Demonstration, test, and 
evaluation criteria ° Content of solicitations for proposals 
° Decisions on whom to solicit ° Methods for obtaining and 
sustaining competition ° Guidelines for the evaluation and 
acceptance or rejection of proposals 0 Goals for design-to- 
ccst 0 Methods for projecting life cycle costs 0 Use of data 
rights ° Use of warranties 0 Methods for analyzing and 
evaluating contractor and Government risks 0 Need for 
developing contractor incentives ° Selection of the type of 
contract best suited for each stage in the acquisition 
process 0 Administration of contracts. 

g. Maintain a capability to: 0 Predict, review, assess, 
negotiate and monitor costs for system development, 
one, -in Bering , design, demonstration, test, production, 
operation and support (i.e., life cycle costs) 0 Assess 
acq lisition cost, schedule and performance experience 
a. linst predictions, and provide such assessments for 
consideration by the agency head at key decision points 0 
Make new assessments where significant costs, schedule or 
performance variances occur ° Estimate life cycle costs 
during system design concept evaluation and selection, full- 
scale development, facility conversion, and production, to 
ensure appropriate trade-offs among investment costs, 
ownership costs, schedules, and performance ° Use 
independent cost estimates, where feasible, for comparison 
purposes . 

8. Management structure . 

a. The head of each agency that acquires major systems 
will designate an acquisition executive to integrate and 
unify the management process for the agency's major system 
acquisitions and to monitor implementation of the policies 
and practices set forth in this Circular. 

b. Each agency that acquires — or is responsible for 
activities leading to the acquisition of — major systems will 
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establish clear lines of authority, responsibility, and 
accountability for management of its major system 
acquisition programs. 

c. Each agency should preclude management layering and 
placing nonessential reporting procedures and paperwork 
requirements on program managers and contractors. 

d. A program manager will be designated for each of the 
agency's major system acquisition programs. This 
designation should be made when a decision is made to 
fulfill a mission need by pursuing alternative system design 
concepts. It is essential that the program manager have an 
understanding of user needs and constraints, familiarity- 
with development principles, and requisite management skills 
and experience. Ideally, management skills and experience 
would include: ° Research and development ° Operations 0 
Engineering 0 Construction 0 Testing a Contracting 0 
Prototyping and fabrication of complex systems 0 Production 
0 Business 0 Budgeting ° Finance. With satisfactory 
performance, the tenure of the program manager should be 
long enough to provide continuity and personal 
accountability. 

e. Upon designation, the program manager should be 
given budget guidance and a written charter of his 
authority, responsibility, and accountability for 
accomplishing approved program objectives. 

f. Agency technical management and Government 
laboratories should be considered for participation in 
agency mission analysis, evaluation of alternative system 
design concepts, and support of all development, test, and 
evaluation efforts. 

g. Agencies are encouraged to work with each other to 
foster technology transfer, prevent unwarranted duplication 
of technological efforts, reduce system costs, promote 
standardization, and help create and maintain a competitive 
environment for an acquisition. 

9. Key decisions . Technical and program decisions normally 
will be made at the level of the agency component or 
operating activity. However, the following four key 
decision points should be retained and made by the agency 
head: 
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a. Identification and definition of a specific mission 
need to be fulfilled, the relative priority assigned within 
the agency, and the general magnitude of resources that may 
be invested. 

b. Selection of competitive system design concepts to 
be advanced to a test/demonstration phase or authorization 
to proceed with the development of a noncompetitive (single 
concept) system. 

c. Commitment of a system to full-scale development and 
limited production. 

d. Commitment of a system to full production. 

10. Determination of mission needs . 

a. Determination of mission need should be based on an 
analysis of an agency's mission reconciled with overall 
capabilities, priorities and resources. When analysis of an 
agency's mission shows that a need for a new major system 
exists, such a need should not be defined in equipment 
terms, but should be defined in terms of the mission, 
purpose, capability, agency components involved, schedule 
and cost objectives, and operating constraints. A mission 
need may result from a deficiency in existing agency 
capabilities or the decision to establish new capabilities 
in response to a technologically feasible opportunity. 
Mission needs are independent of any particular system or 
technological solution. 

b. Where an agency has more than one component 
involved, the agency will assign the roles and 
responsibilities of each component at the time of the first 
key decision. The agency may permit two or more agency 
components to sponsor competitive system design concepts in 
order to foster innovation and competition. 

c. Agencies should, as required to satisfy mission 
responsibilities, contribute ta the technology base, 
effectively utilizing both the private sector and Government 
laboratories and in-house technical centers, by conducting, 
supporting, or sponsoring: 0 Research ° System design 
concept studies 0 Proof of concept work 0 Exploratory 
subsystem development 0 Tests and evaluations. Applied 
technology efforts oriented to system developments should be 
performed in response to approved mission needs. 
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11. Alternative systems . 

a. Alternative system design concepts will be explored 
within the context of the agency's mission need and program 
objectives — with emphasis on generating innovation and 
conceptual competition from industry. Benefits to be 
derived should be optimized by competitive exploration of 
alternative system design concepts, and trade-offs of 
capability, schedule, and cost. Care should be exercised 
during the initial steps of the acquisition process not to 
conform mission needs or program objectives to any known 
systems or products that might foreclose consideration of 
alternatives . 

b. Alternative system design concepts will be solicited 
from a broad base of qualified firms. In order to achieve 
the most preferred system solution, emphasis will be placed 
on innovation and competition. To this end, participation 
of smaller and newer businesses should be encouraged. 
Concepts will be primarily solicited from private industry; 
and when beneficial to the Government, foreign technology, 
and equipment may be considered. 

c. Federal laboratories, federally funded research and 
development centers, educational institutions, and other 
not-for-profit organizations may also be considered as 
sources for competitive system design concepts. Ideas, 
concepts, or technology, developed by Government 
laboratories or at Government expense, may be made available 
to private industry through the procurement process or 
through other established procedures. Industry proposals 
may be made on the basis of these ideas, concepts, and 
technology or on the basis of feasible alternatives which 
the proposer considers superior. 

d. Research and development efforts should emphasize 
early competitive exploration of alternatives, as relatively 
inexpensive insurance against premature or preordained 
choice of a system that may prove to be either more costly 
or less effective. 

e. Requests for alternative system design concept 
proposals will explain the mission need, schedule, cost, 
capability objectives, and operating constraints. Each 
offeror will be free to propose his own technical approach, 
main design features, subsystems, and alternatives to 
schedule, cost, and capability goals. In the conceptual and 
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leas than full-scale development stages, contractors should 
not be restricted by detailed Government specifications and 
standards - 

f. Selections from competing system design concept 
proposals will be based on a review by a team of experts, 
preferably from inside and outside the responsible component 
development organization. Such a review will consider: (1) 
Proposed system functional and performance capabilities to 
meet mission needs and program objectives, including 
resources required and benefits to be derived by trade-offs, 
where feasible, among technical performance, acquisition 
costs, ownership costs, time to develop and procure; and (2) 
The relevant accomplishment record of competitors. 

g. During the uncertain period of identifying and 
exploring alternative system design concepts, contracts 
covering relatively short time periods at planned dollar 
levels will be used. Timely technical reviews of 
alternative system design concepts will be made to effect 
the orderly elimination of those least attractive. 

h. Contractors should be provided with operational test 
conditions, mission performance criteria, and life cycle 
cost factors that will be used by the agency in the 
evaluation and selection of the system(s) for full-scale 
development and production. 

i. The participating contractors should be provided 
with relevant operational and support experience through the 
program manager, as necessary, in developing performance and 
other requirements for each alternative system design 
concept as tests and trade-offs are made. 

j. Development of subsystems that are intended to be 
included in a major system acquisition program will be 
restricted to less than fully designed hardware (full-scale 
development) until the subsystem is identified as a part of 
a system candidate for full-scale development. Exceptions 
may be authorized by the agency head if the subsystems are 
long lead time items that fulfill a recognized generic need 
or if they have a high potential for common use among 
several existing or future systems. 
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12 . Demonstrations . 

a. Advancement to a competitive test/demonstration 
phase may be approved when the agency's mission need and 
program objectives are reaffirmed and when alternative 
system design concepts are selected. 

b. Major system acquisition programs will be structured 
and resources planned to demonstrate and evaluate competing 
alternative system design concepts that have been selected. 
Exceptions may be authorized by the agency head if 
demonstration is not feasible. 

c. Development of a single system design concept that 
has not been competitively selected should be considered 
only if justified by factors such as urgency of need, or by 
the physical and financial impracticality of demonstrating 
alternatives. Proceeding with the development of a 
noncompetitive (single concept) system may be author ized, by 
the agency head. Strong agency program management and 
technical direction should be used for systems that have 
been neither competitively selected nor demonstrated. 

13. Full - scale development and production . 

m 

a. Full-scale development, including limited 
production, may be approved when the agency's mission need 
and program objectives are reaffirmed and competitive 
demonstration results verify that the chosen system design 
concept (s) is sound. 

b. Full production may be approved when the agency's 
mission need and program objectives are reaffirmed and when 
system performance has been satisfactorily tested, 
independent of the agency development and user 
organizations, and evaluated in an environment that assures 
demonstration in expected operational conditions. 
Exceptions to independent testing may be authorized by the 
agency head under such circumstances as physical or 
financial impracticability or extreme urgency. 

c. Selection of a system(a) and contractor ( s) for full- 
scale development and production is to be made on the basis 
of (1) system performance measured against current mission 
need and program objectives, (2) an evaluation of estimated 
acquisition and ownership costs, and (3) such factors as 
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contractor ( s ) demonstrated management, financial, and 
technical capabilities to meet program objectives. 

d. The program manager will monitor system tests and 
contractor progress in fulfilling system performance, cost, 
and schedule commitments. Significant actual or forecast 
variances will be brought to the attention of the 
appropriate management authority for corrective action. 

14. Budgeting and financing . Beginning with FY 1979 all 
agencies will , as part of the budget process, present 
budgets in terms of agency missions in consonance with 
Section 201 (i) of the Budget and Accounting Act, 1921, as 
added by Section 601 of the Congressional Budget Act of 
1974, and in accordance with OMB Circular A-ll. In so 
doing, the agencies are desired to separately identify 
research and development funding for: (1) The general 
technology base in support of the agency's overall missions, 
(2) The specific development efforts in support of 
alternative system design concepts to accomplish each 
mission need, and (3) Full-scale developments. Each agency 
should ensure that research and development is not 
undesirably duplicated across its missions. 

15. Information to Congress . 

a. Procedures for this purpose will be developed in 
conjunction with the Office of Management and Budget and the 
various committees of Congress having oversight 
responsibility for agency activities. Beginning with FY 
1979 budget each agency will inform Congress in the normal 
budget process about agency missions, capabilities, 
deficiencies, and needs and objectives related to 
acquisition programs, in consonance v;ith Section 601 (i) of 
the Congressional Budget Act of 1974. 

b. Disclosure of the basis for an agency decision to 
proceed with a single system design concept without 
competitive selection and demonstration will be made to the 
congressional authorization and appropriation committees. 

16. Implementation ♦ All agencies will work closely with the 
Office ol! Management and Budget in resolving all 
implementation problems. 

17. Submissions to Office of Management and Budget . 
Agencies will submit the Following to OMB: 
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a. Policy directives, regulations, and guidelines as 
they are issued. 

b. Within six months after the date of this Circular, a 
time-phased action plan for meeting the requirements of this 
Circular. 

c. Periodically, the agency approved exceptions 
permitted under the provisions of this Circular. 

This information will be used by the OMB, in identifying 
major system acquisition trends and in monitoring 
implementations of this policy. 

18. Inquiries . All questions or inquiries should be 
submitted to the OMB, Administrator for Federal Procurement 
Policy. Telephone number, area code, 202-395-4677. 
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(b) In accordance with 1-707. 3(b), insert the following 
clause in negotiated contracts. 

SUBCONTRACTING PLAN FOR SMALL BUSINESS AND SMALL _D IS ADVAN- 
TAGED BUSINESS CONCERNS (NEGOTIATED) (1979 JULY) 

(a) The apparent successful offeror, upon request by the 
contracting officer, shall submit and negotiate a subcontracting 
plan which addresses separately subcontracting with small 
business concerns and small disadvantaged business concerns 
and which shall be included in and made a material part of 
the resultant contract. The subcontracting plan shall be 
negotiated within the time specified by the contracting 
officer. Failure to submit and negotiate the subcontract- 
ing plan shall make the offeror ineligible for award of a 
contract. As a minimum, the subcontracting plan shall 
include — 

(1) Separate percentage goals (expressed in terms of 
percentage of total planned subcontracting dollars) for the 
utilization as subcontractors of small business concerns 
and small business concerns owned and controlled by 
socially and economically % disadvantaged individuals. For 
the purposes of the subcontracting plan, the contractor 
shall include all first tier subcontracts to be awarded in 
performance of this contract, including a proportionate share 
of products, services, etc., whose costs are normally allo- 
cated as indirect or overhead costs when reasonably deter- 
mined to be attributable to this contract. 

(2) The name of an individual within the employ of the 
offeror who will administer the subcontracting plan of the 
offeror and a description of the duties of such individual; 

(3) A description of the efforts the offeror will make to 
assure that small business and small disadvantaged business 
concerns will have an equitable opportunity to compete for 
subcontracts ; 

(4) Assurances that the offeror will include the clause 
entitles Utilization of Small Business and Small Disadvantaged 
Business Concerns in all subcontracts which offer further sub- 
contracting opportunities and will require all subcontractors 
(except small business concerns) who receive subcontracts in 
excess of $500,000, or in the case of a contract for the con- 
struction of any public facility, $1 million, to adopt a plan 
in consonance with this clause; 
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(5) Assurances that the offeror will submit such periodic 
reports and cooperate in any studies or surveys as may be re- 
quired by the contracting agency or the Small Business Admini- 
stration in order to determine the extent of compliance by the 
offeror with the subcontracting plan; and 

(6) A recitation of the types of records the offeror 
will maintain to demonstrate procedures which have been 
adopted to comply with the requirements and goals set forth in 
the plan, including the establishment of source lists of 
small business and small disadvantaged business concerns; 

and efforts to identify and award subcontracts to such small 
business concerns . 

(b) In order to effectively implement this plan the con- 
tractor ’shall : 

(1) Issue and promulgate company wide policy statements 
in support of this effort, develop 'written procedures and 
work instructions , and assign specific responsibilities re- 
garding requirements of this clause . 

(2) Demonstrate continuing management interest and involve- 
ment in support of this effort through such actions as regular 
reviews of progress and establishment of overall corporate and 
divisional goals and objectives^ 

(3) Train and motivate contractor personnel regarding the 
support of small and small disadvantaged business firms. 

(4) Assist small business and small disadvantaged business 
concerns by arranging solicitations, time for the preparation 
of bids, quantities, specifications, and delivery schedules so 
as to facilitate the participation by such concerns. Where the 
Contractor's lists of potential small business and disadvantaged 
subcontractors are excessively long, reasonable effort shall be 
made to give ail such small business concerns an opportunity to 
compete over a period of time. 

(5) Provide adequate and timely consideration of the potential- 
ities of small business and small disadvantaged business concerns 

in all "make-or-buy " decisions. 

(6) Counsel and discuss subcontrac ting opportunities with 
representatives of small and small disadvantaged business firms as 
are referred by the Small and Disadvantaged Business Utilization 
Specialist responsible for monitoring performance under this pro- 
gram and representatives of the SBA . 

(c) The contractor shall submit DD Form 1140-1 in accord- 
ance with instructions provided on the form. 

(d) The offeror understands that: 

(1) An acceptable plan must, in the determination of the 
contracting officer, provide the maximum practicable oppor- 
tunity for small business and small disadvantaged business 
concerns to participate in the performance of the contract. 
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(2) The contracting officer shall notify the contractor in 
writing of his reasons for determining a subcontr acting plan 
to be unaccep table . Such notice shall be given early enough 
in the negotiation process to allow the contractor sufficient 
time to modify the plan within the time limits prescribed. 

(3) Prior compliance of the offeror with other such sub* 
contracting plans under previous contracts will be considered 
by the contracting officer in determining the responsibility 
of the offeror for award of the contract. 

(4) Subcontracting plans are not required of small busi- 
ness concerns. 

(5) The failure of any contractor or subcontractor to 
comply in good faith with (i) the clause entitled Utilization 
of Small Business and Small Disadvantaged Business Concerns 
or (ii) an approved plan required by this Small Business and 
Small Disadvantaged Business Subcontracting Plan (Negotiated) 
provision, will be a material breach of such contract or sub- 
contract . 



(End of clause) 

(c) In accordance with 1-707. 3(c), insert the following clause 
in formally advertised contracts, 

SUBCONTRACTING PLAN FOR SMALL BUSINESS AND SMALL DISADVANTAGED 
BUSINESS CONCERNS (FORMALLY ADVERTISED) (1979 
(a) The apparent low bidder, upon request by the contracting 
officer, shall submit a subcontracting plan which addresses 
separately subcontracting with small business concerns and 
small disadvantaged business concerns, and which shall be in- 
cluded in and made a material part of the resultant contract. 

The subcontracting plan shall be submitted within the time 
specified by the contracting officer. Failure to submit the 
subcontracting plan shall make the bidder ineligible for the 
award of a contract. 

As a minimum, the subcontracting plan shall include: 

(1) Separate percentage goals (expressed in terms of per- 
centage of total planned subcontracting dollars) for the uti- 
lization as subcontractors of small business concerns and small 
* business concerns owned and controlled by socially and economically 
disadvantaged individuals; for the purposes of the subcontracting 
plan, the contractor shall include all first tier subcontracts 
to be awarded in performance of this contract, including a 
proportionate share of products, services, etc., whose costs 
' are normally allocated as indirect or overhead costs when 
reasonably determined to be attributable to this contract. 
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(2) The name of an individual within the employ of the bid- 
der who will administer the subcontracting plan of the bidder 
and a description of the duties of such individual; 

(3) A description of the efforts the bidder will make to 
assure that small business and small disadvantaged business 
concerns will have an equitable opportunity to compete for 
subcontracts ; 

(4) Assurances that the bidder will include the clause en- 
titles Utilization of Small Business and Small Disadvantaged 
Business Concerns in all subcontracts which offer further sub- 
contracting opportunities, and that the bidder will require all 
subcontractors (except small business concerns) who receive sub- 
contracts in excess of $1,000,000 in the case of a contract for 
the construction of any public facility, or in excess of $500,000 
in the case of all other contracts, to adopt a plan in conson- 
ance with this clause; 

(5) Assurances that the bidder will submit such periodic 
reports and cooperate in any studies or surveys as may be re- 
quired by the contracting agency or the Small Business Admini- 
stration in order to determine the extent of compliance by 
the bidder with the subcontracting plan; and 

(6) A recitation of the types of records the successful 
bidder will maintain to demonstrate procedures which have been 
adopted to comply with the requirements and goals set forth 

in the plan, including the establishment of source lists 
of small business concerns and small disadvantaged business 
concerns; and efforts to identify and award subcontr act s to 
such small business concerns. 

(b) In order to effectively implement this plan, the contractor 
shall : 

(1) Issue and promulgate company wide policy statements in 
support of this effort, develop written procedures and work in- 
structions, and assign specific responsibilities regarding the 
requirements of this clause. 

(2) Demonstrate continuing management interest and involvement 
in support of these programs through such actions as regular 
reviews of progress and establishment of overall corporate and 
divisional goals and objectives. 

(3) Train and motivate contractor personnel in support of 
these programs. 

(4) Assist small business and small disadvantaged business 
concerns by arranging solicitations, time for the preparation 

of bids, quantities, specifications, and delivery schedules so as 
to facilitate the participation by such concerns. Where the 
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Contractor's lists of foie.-ruii small business and disadvantaged 
subcontractors are execs^.i v*j i / long, reasonable effort shall be 
made to give all such miu : 1 lusines:, concerns as opportunity to 
compete over a pericu of tuu; . 

(5) Provide adequate a:.: r lo.v i , considerationiiof the potential- 
ities of small business ar.o sr.tiiL disadvantaged business concerns 
in all "make-or-buy" dec i scons. 

(6) Counsel arid disc il..; screen reacting opportunities with 
representatives of small a d disadvantaged business firms as are 
referred by the Small a no u: -- jvxritafed Business Utilization 
Specialist responsible for ir~ni to ring performance under this pro- 
gram and representatives r.l - S3A . 

(c) The contractor snail j j u.ic Lb form 1140-1 in accord- 
ance with instructions pn, . i led on the form. 

(d) The bidder understands that: 

(1) Prior compliance r me bidder with other such subcon- 

tracting plans under prev.i ^ c;n tracts will be considered by 
the contracting officer ir. •- r termini ng the responsibility of 
the bidder for award of contract. , 

(2) Subcontrac tin: pUn* are n oc required of small 

business concerns. * 

(3) The failure or au> contractor or subcontractor 
to comply in good faith vatu (1) the clause entitled 
Utilization of Small Business Concerns and Small Dis- 
advantaged Business Concerns, or (ii) the terms of any 
subcontracting plan required by this Small Business and 
Small Disadvantaged Business Subcontracting Plan (Ad- 
vertised) provision, will be a material breach of the 
contract or subcontract. 

(End of Clause) 

(d) The following clause is an example for use in nego- 
tiated contracts in accordance with 1-707. 3(d). 

INCENTIVE SUBCONTRACTING PROGRAM FOR SHALL BUSINESS AND 
SMALL DISADVANTAGED BUSINESS CONCERNS (1979 JULY) 

(1) The contractor has established, in his subcontract- 
ing plan, the following goals for awards to small business 
and small disadvantaged business concerns: 

(i) percent of the total planned sub- 
contract amount of $ to small business concerns, 

and 

(ii) percent of the total planned sub- 
contract amount of $ to small business concerns 

owned and controlled by socially and economically disadvan- 
taged individuals. 

(2) In recognition of any extraordinary efforts by the 
contractor in exceeding the small business and small dis- 
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advantaged Lu:. Lu_* , . . , •& ranting goals establish- 

ed by (1) r: .... * ;^iy , ac his election 

and in hi^ wu u , ice to the contract- 
or of not to acucu ^ u . o. c jl^I collar value of all 

such subcontract au\i nu .1 ..i e./. cess or each goal in (1) above. 
The contracting officer may determine that such excess was 
not due to efforts by the contractor, i.e., subcontractor 
cost overruns, or where the actual subcontract amount exceeds 
that estimated in the subcontract plan; or there were planned 
subcontracts not disclosed in the subcontract plan during 
contract negotiation. Determinations under this paragraph 
shall not be subject to the clause hereof entitled Disputes, 

(3) If the contract is a cos t-plus-f ixed-f ee type, the 
total of the fixed fee and the incentive payments made pur- 
suant to this clause is subject to the limitations set forth 
in DAR 3-405. 6(c) (2) . 

*Exac t percentage (not to exceed 10 percent) to be inserted 

into the contract document. 

(End of Clause) 

7-104.15 Ejuiminnuon of RcCurus 5v C^^ptnAUr General. Insert the follow- 
ing clause in all contracts except contracts for public utility services at rates not 
in excess of those established for uniform applicability to the generaJ public, or at 
such rates plus reasonable connection charges incident to such services, or uniess 
exempted under 6-704 or o— 1001 

exam [Nation of records bv comptroller cexeral <1975 ju>o 

(a) This clause is applicable if the amount of uns contract exceeds SI 0,000 and was entered 
into by means of negotiation, including small business restricted Advertising, but is not applicable 
if this contract was entered into by means of formaJ advertising 

(b ) The Contractor agrees that the Comptroller GencraJ of the United States or any of his duly 
authorized represen La uves shall, until the expiration of three years after fmai payment under this 
contract or such lesser time specified in either Appendu M of the Armed Services Procurement 
Regulation or the Federal Procurement Regulations Pan 1-20. as appropriate, have access to and 
the right to examine any directly pertinent booths jocumcna, papers, and records of the Contrac- 
tor involving transactions related to tms contract 

(c) The Contractor further agrees to include in all hts subcontracts hereunder a provision to 
the effect that the subcontractor agrees that the Comptroller GencraJ of the United States or any 
of hts duly authorized representatives snail, untif tne expiration of three years after final pay merit 
under the subcontract or such lesser time specified in cither Appendix M of the Armed Services 
Procurement Regulation or the Federal Procurement Regulations Part 1-20, as appropriate, have 
access to and the right to examine any directly pertinent boons, documents, papers, and records 
of such subcontractor, involving transactions related to the subcontract. The term “subcontract** 
as used in this clause excludes (i) purchase orders not exceeding 510,000 and (u) subcontracts or 
purchase orders for public utility services at rates established for uniform applicability to the 
general public. 

(d) The periods of access and examination described in (b) and (c) above for records which re- 
late to (i) appcaJs under the “Disputes'* clause of this contract, (u) litigation or the settlement of 
claims arising out of the performance of this contract, or (ui) coats and expenses of thu contract 
as to which exception has been uxen by the Comptroller GencraJ or any of hu duJy authorized 
n epr e ac - ' aim, shall coconuc until such appear, liugatuoo, cUima or sxucpoom have been 
imposed of 
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COMKAl I Cl AUSt S AND SOLICIT \H()N PROVISIONS 

t^L At OmjUTt \m PUL A v\ AUI) CLEARANCE OF SI BC ONTKACTS (1971 (K7 ) 

Not with standing l fic Jiuvc of this connect entitled “Subi onir^is,” the ( ontractor shall not 
enter inu) a fnsl-i»c*t iuhtomuci for an estimated tt r actual amount of ll,iXX),ot>0 or more 
without obtaining m writing from the Contracting Officer ,i clearance that the proposed subcon 
ti actor is in compliance with equal opportunity i equipments and thcrcloic is eligible for award 

I l ad o< iUuxI 



7-104.23 Sutx\>n tracts 

(a) The following cLum: shall be inserted m all fixed-price type .contracts, in 
accoidunce with 23-201. 

SUUCONTUACTS (1^79 MAR) 

(The piovisions of this clause do not apply to firm fixed-price contracts and fixed pnee contracts 
with economic price adjustment provisions However, the clauoe does apply to unpriced modifica- 
tions under uich contracts ) 

(a) As used in this clause, the term "subcon true c M in- 
cludes but is not limited to purchase orders, changes and/ 
or modifications thereto. 

(b) The Contractor shall notify the Contracting Officer reasonably in advance of entering into 
any subcontract if the Conn actor’s procurement system has not been approved by the Contract- 
ing Officer and if the subcontract 

(i) is to be a cost-reimbursement, time and materials, or labor-hour contract which it is 
estimated will involve an amount in excess of twenty— five thOUScind 

dollars ($25,000) including any fee: 

( ti ) ts proposed to exceed one hundicd thousand dollar s (SI 00.000 ). or 
(m) is one of a number of subcontracts, under this contract, with a single subcontractor 
for the same or related supplies or services which, in the aggregate, arc expected to 
exceed one hundred thousand dollars . S ! uO,000 i 

(c) The advance notification required by paragraph (b> above shall include 

(i) a description of the supplies or services to be called for by the subcontract, 

( ti ) tde ntification ot the proposed subcontractor and an explanation of why and how the 
proposed subcontractor was selected, including the competition obtained, 

(nt) the proposed subcontract price, together with the Contractor's cost or price analysis 
thereof, 

(tv) the subcontractor's current, complete, and accurate cost or pricing data and (_cr 
uftcaic of Current Cost or Pricing Data, when such data and certificates are required 
by other provisions of this contract to be obtained from the subcontractor, 

(v) identification ol the type of subcontract to be used. 

(vi) a memorandum of negotiation which sets forth the principal elements of the subinn 
tract price negotiations A copy of this memorandum shall be icuined in the contrac 
tor's file for the use of Government reviewing authorities The memorandum shall be 
in sufficient detail tu reflect the most significant considerations controlling the 
establishment of initial or revised prices The memorandum should include an ex- 
planation of why cost or pricing d«ta was, 01 was not required, and, if it was not 
required in the cave of any price negotiation in excess of S 100,000, a statement of 
the basis for detci mining that the price resulted from or was based on adequate price 
competition, established catalog oi market pnccs of commercial items void in sub- 
stantial quantities to the general public, or prices set by law or regulation If cost or 
pricing data was submitted and a certificate of cost or pricing data was required, the 
memorandum shall reflect the extent to which reliance was not placed upon the fac- 
tual cost or pricing data submitted and the extent to which this data was not used by 
the conuacior in determining the total price objective and in negotiating the final 
price The memorandum shall also icflect the extent to which it was recognized in 
the negotiation that any cost or pricing data submitted by the subcontractor was not 
accurate, complete, or current, the action taken by the contractor and the subcon- 
tractor as a result, and the effect, it any. of such defective data on the total price 
negotiated Where the total price negotiated differs sign ificantly from the contrac- 
tor's total price objective, the memorandum shall explain this diffcience, 
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CONTRACT Cl.Al ! SES \N1) SOLICITATION PROVISIONS 

(\n) when mtcniivcs aie uvcd the mcriiufindum of uegt .tia non shall contain in ex plan** 
tix ill of the incentive lee pfolit plan uJeiitif>in^ e.» t h ciilical po lor it. ant c element, 
iridiii^cirient dectMims used to quaintly eudi incentive element, reasons lor incen- 
tives on particular performance chara*. eristics, anvl a brief summary of trade off ^*os* 
Mbiluies considered as to cost, peiunmanic. and time, and 
(vm) the Subv. untrue toi s f)is<losutc Statement or ( emficutc relating to Cost Accounting 
Slandaids when such data are required by other provisions ol tins v.ontiact to be ob- 
tained Irurn the sutx.omracior 

(J) l he Contractor shall not enter into any subcontract for which advance notification to the 
( ntracting Olficcr is required by this clause, without the prior written consent ol the Contract 
ui£ Olliccr, p/'oiuieu that the ( ofitraiting Ollicer, in his discretion, may ratify in writing any sub- 
contiact Such ratification shall constitute the consent of the ( 'onti a<. tmg Olficcr required by thu 
paragi aph 

(c) Neither consent by the Contracting Officer to any sub- 
contract nr any provisions thereof nor approval of the 
Contractor's procurement system shai 1 b»* construed to be a 
determination; (i) of the acceptability of any subcontract 
terms or condition, (ii) of the acceptability of any sub- 
contract price or of any amount paid under any subcontract, 
or (iii) to relieve the Contractor of any responsibility 
for performing this contract; unless such approval or con- 
sent specifically provides otherwise. 

if) The Contractor agree* that no subcontract piuced under ihis a-nto t shall provide for pay- 
ment on • eost-plus-a percentage -of-t-osl hasis 

(g) The Government reserves the right to cuntracfoi procurement sj'.tem icvicws .o 

set forth in AbPk Section XXIU 

l E oil u( cliawi 



(b) Insert the fallowing additional subput agraph to the clause in (a) above in 
accordance with 23-20 l . I (b )( iii ) 

(h) Notwithstanding approval of the Contractor's procure- 
ment system, the Contractor shall not enter into certain sub- 
contracts or classes of subcontracts set forth elsewhere Lu 
this contract without the prior written consent of the Con- 
tracting Officer. With respect to subcontracts so identified, 
the advance notification requirements of paragraph (b) above 
shall be fully applicable even though the Contractor ’s systtin 
has been approved and those subcontracts are within the scope 
of the approval. 

7-104.24 Government Property 

(a) Government Property Clouse r Except as provided in (b) through (d) and 
(f) below, insert the following clause when a Department is to turnish to the con- 
tractor, or the contractor is to acquire Government property. 

GOVERN MEM PROPERTY iUXED PRICE) ( IV6H SEP) 

(») Governmenl-Purnutud Hrvfxrty The Government shall deliver 10 the Contractor, for use in 
connection with and under Ihe terms of (his coniracl. the properl, described is Governmeni 
furnished properly in the Schedule or specific ilions. lo^eiher with such relaled data and mforma- 
lion aa the Comrscior may lequesl and as may reasonably be re 4 uned lor me intended use of 
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COM KAl'T CI..U MS AN I* M>t.l( 11 At l< t.N rii(l\ IS IONS 

is (ill! wilt i tins c i mil .it l, iik hiding ili' in. i lie I v iiiisO|iK ul upi iii ili-l.mll in iiiin.it ion, (in) (Ik dale ol 
(l. iUMiuU.il by the Imvcimucnl to the l mitiacloi ol .1 piup.is. il 'iipplciiiviil.il .ipcuiicnl 1 • > von 
In 111 oiiiipiv.ti.kl lie cot i.ilmns lixim; l Ik .iimmnl, 01 lo ) il tins lumi.ivl pur. ides lui tension ul 
pi lv vs , llu dale ul ‘A Hi lt-11 II ul 1 C c It) the < tXitl.it In l . 1 . 1 1 1 1 1 p llu* .1 lilt Hilt l ul | v l Ulld pay able III v nn 
no. lion w 11I1 .1 prit ing piupos.il ui in t 011111 t lion vnih .1 ni^oii.dcd pik mg aiucctncnt nut >11 
lniiictl by 1 uiiii.u l siipplciuciit 

l r n«t til t l.it«w i 

llu: 1 11k: 1 cst 1 .lbs csi*tl*li? lied h v tin.* Sc c i c lot y 1 » I I lit* ! i c.istt t y will lie |>ub l in It c 1 1 in 
the bcctcial Ur^iNtci eve t v m\ months 1 lie uii i c ul t.itc may also be obtained 
1 1 v .in the l >c p.n t me nl ;ti (. t Mil t ,i« t t tn.i n ee t Mliu- u pn m iii.iiivc 

7 104.40 ( \>ni{U'nn<>ii in SuIh tminu ttr.y. 1 lie following clause shall be in- 
cluded m all negotiated eoiUinCts over $10, DIM), exeepl m linn fixed puce out 
tt.icts wltcie .iwaul is i>n the basis ot cllcctixc piiec competition oi where piiees 
ate established by law oi tcgulalton 

roMH'. m ion in situ on i iut' i ini: i rtu 2 mod 

l lie Cuiuriiv lor shall select subcumiac 101 s 1 including suppliers) nil a coitipetil ive basis in ihc 
in. i x 1 11 1 11 111 p met teal extent v 1 insistent with the objectives a nil 1 eip 111 cine nls ul the contract 

1 K ml ul v Uii-H 1 



7- 104.4 l . InJif hy I )c jmrinnni Dtfrn.sr 

la) Insert the billowing clause tu all emtli.iels (except those entered into by 
formal advertising winch are not expected to exceed $ l OO.OOl) ) 

At t»l l HV DK1* \K I'M I* N l ( )| PI H.N.sK < I ‘>7M At < . ) 

(a) {irncral the Uouuaviutg ( )l fleer m his le preseutal n es shall ha\e tlic audit .mvl inspeenun 
rights vh’se 1 iheil in the appheable par.igiaphs t h ), ( e ) and ( il } bcluw 

(b) Iwatn upturn u] (ou< lt‘ this is .1 cost 1 ciinhur wane nl type, incentive, time and m.ilcnals. 
labor hour, 01 puce 1 eile le 1 nnu.ihle cunii.iet, m a m, comhiu.it i» 01 theieol, the Cuntr.ivtur shall 
maintain, a nil the ( 'nuir.ie 1 1 iii* Oilicct 01 Ins lcpicsvitl. Hives shall h.ive the right to e lauune 
hooks, recuuls, itoeniin ms, ami mhet cHvhuec ami accounting pioccdnres amt pi.icln.es. si 1 ill 
c ie 1 it to rellect properly all direct amt imhreci costs nl whatever natuie* claimed tt> luu- luen in 
cuticd .mil anticipated to he inclined h>r the pet I01 111. nice ul tins contraet Such right ol exaumia 
lion shall include iuspei lion at all reasonable* Him s ol the < ’on 1 1 at lor s plants, or sue h p.uts 
theieol, as may be engaged in ihc pel lui ina uec ul this euultaet 

( e ) C<ni nr / V it i/n* Dam II i lie (. onlr.ieioi sub milled cost ui pi icing data in connection w 11 h the 
pi icing ol tins contract 01 anv change or nu *h fie a (mu thcielu. unless such piicing was based on 
adequate pi ice c 01 llpe t limit , esiahhshed c .1 l a log 01 m.u k c l pi iv es ul i mniiie rcial lie 11 is sold 111 suit 
st.in Hal quantities tu the ge nei.il public. 01 puces m-i hv law 01 1 cgulahon. the Contracting l )tl icei 
or his representatives who ue employees of (lie l ’mud Stale .< iovei iniient sliall have the tight tu 
examine all hooks, records, documents and other vlaia ol Ihc ( ontraciof relaicvl to the ncgulia 
lion, pi icing or pc 1 Un m. tile e til su« h nmii.ui. v liauge <n mud it u alum. U>r I he purpose ol e v aluat 
mg the accuracy. Complete ness tud eiuienvy ol die v u- 1 m piking data submitted Addti 1011. illy . 
m llie case ol pi icing any change or 1m Khfie ation exceeding yi<U ).000 in loriually advciUNcd con 
tracts, [he- Comptroller (icnciai ok llie l anted Stales or his u prese/il. dives who are employees ol' 
llu- United Stales ( iow miucnl shall have such lights I he tight ol examination shall extend to ..II 
documents necessary to permit adequate evaluation ul ihc eosi or piicing .lata submtited. along 
with the computations and piojcctions used therein 

(d) Hrfutri.y II the C’oiiunetm is required lo tnmish ( onti actor fust Data Uepurts l (. ( Ok). 
Conduct bund Status keptats t C ’ I Sk), or Cost l*cr loi utanee Reports (( I’U) the Contracting Ol 
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COM K ACT Cl At SI S AM) SOI KJITAHON PROVISIONS 

1 1 .jk l i oi to uquuc i cpa y uuml ol .my lived tcc llicfcloloic jmu! ) in such amount as limy he* 
equitable muici the tiiiiniiMaiu.es. ol tin) may Uimmalc Mils conduct lor default as jirovided ill 
the i l:iu sc ol (h iv o'hli.ul e lit it led I e i ill n lal i* m ‘ I ailul e to agree to (he amount ol ally such til 
c i c used cost to he c h.u get l to I lie < outi.u tm oi to mk li i eilue lion in , or l C| >ay nient ol . the 1 ixed 
lee shall be a dispute coiuenune a question ot tael within the meaning ol the clause ol this con- 
llai l clililled ” 1 >i-.|mti s 

It) N» uv. ilhstaiidiuj: the |ho\imuip. ol pai ugi uj <li tit) heieol. the < mvei nineiu may at any lime 
i eq mi e (he i nnei limi oi i eplae emeiil I >y the l oi i ( i ac loi , without cost ti > the ( iov e niuiCMl , o! sup 
plies oi lots ot oppliev w I lie li ai e dclo. ( iv c in maid nil oi wdi k man ship, or otherwise not in eon 
loiunty with the i eqon erne ills ol this eond.ut it such delects oi tailnies are due to Iraud, lack ol 
pom I laith oi vsp till nl iniseoiidm t « >u the pail ol .my ol the (. onlrador s directors or oiTicers, « » r on 
the pail ol any ol Ins niuiiagei s. supei iiilciidetiis. or othei equivalent i epresentatives, who has su 
pel vision oi ducdion ol (i) all m suhslaiit tally all ol the Conductor's business, or (u) all or suh 
stunt i a 1 1 y all ol the < ondacloi’s opetadons at any one plant or separate location in which this 
conduct is hemp pciloimcd. oi (tin a separate and complete major industrial operation ill con- 
nection w ith the pel tm inane e ol this con 1 1 act I lie (. iov ei imicii l may at any tune also require cur- 
ia. lion oi i epluc c i uen l by the C on true tor , w n bout cost to the ( lover nine lit, ol any such deloe U v e 
supplies or lots ot supplies il the delects or lailmcs are caused by one or more individual cm 
ployees selected oi retained hy the C oiiirachn alter any sm.h supervisory personnel has reasona- 
ble giounds to believe that such employee is habitually careless or otherwise unqualified. 

(d) I'oricclcd supplies or replaced supplies shall he subject to the provisions ol this clause in 
the same manner and to the same extent as supplies originally delivered under this contract 

(e) 1 he ( ondu-lor shall make Ins rocoids nl all inspection work available to the Government 
dining the performance of this contract and loi such longer period as may be specified m this 
contract 

if) tixccjii as jirovided m this clause and as may be provided in the Schedule, the Contractor 
shall have no obligation or liability to correct oi replace supplies or lots of supplies which at the 
time of delivciy aie detective in iitateiial or woi k manshiji or otherwise not in conformity with the 
requirements ol this contract. 

(g) 1 xccpl as otherwise provided in the Schedule, the Contractor's obligation to correct or 
lejdace Government-furnished property {winch is propeity in the possession ol or acquired 
directly by the Government and delivered or otherwise made available to the Contractor) shall be 
governed by the provisions ol the clause of tins contract entitled ’’Government Properly”. 

1 1. mi of cUu.x) 



(b) When it is desired to require contractors to maintain an inspection 
system in accordance with Military Specification Mil -1-45208 (see 14-303), the 
clause in (a) above shall be inserted in the contract except that the following shall 
be added as the third sentence of paragraph ta). 



I he inspection system shall he m accordance with the edition ol Military Specification MIL- 
I 45 2US in cited on the date of this contract ( I br>7 A l G ) 

7-203.6 Assignment of Claims. In accordance with 7-103.8, insert the clause 
therein. 

7-203.7 Examination of Records hy Comptroller General. In accordance with 
7 - 104 . 15 , insert the clause therein. 

7-203.8 Subcontracts. 

(a) In accordance with 23-20 1 2, and subject to the instructions in (b) 
below, insert the following clause. 
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SUli CONTRACTS ( l m.ai: ) 

(ci) Tilt- Contractor shall notify Lin* ( an t rac t iug Officer 
reasonably in advance of entering into any subcontract (as 
used in this c Lausu, the tarn "subcontract." includes, but 
if; not limited ro, purchase orders,, chances, and/or modi- 
fications thereto) which (i) is cos t-ie imbursernen t type, 
time and materials or labor-horn , or (lij Ls tixed-price 
type and exceeds in dollar amount either $25,000 or five 
perceuL (jZ) of the- total estimated cost of this contract , 

or (iii) provides for the fabrication, purchase, rental, 
installation, or other acquisition of special test equip- 
ment having a value in excess of $1,000 or of any items 
of industrial facilities. 

(b) In the case of a proposed subcontract, including but 
not limited to purchase orders, changes, and/or modifica- 

tions thereto) which (i) is cos t-re imbursernen t type, time 
and materials, or labor-hour, and would involve an estimat- 
ed amount in excess of $10,000, including any fee, or (ii) 
is proposed to exceed $100,000, or (iii) is one of a number 

of subcontracts under this contract with a single subcon- 
tractor for the same or related supplies or services which, 

in the aggregate are expected to exceed $100,000; the 
advance notification required by (a) above shall include: 

( I ) a description of the supplies or service* to be culled lor by the subcontract, 

(2) identification of the proposed subcontractor and an explanation of why End how the 
proposed subcontractor was selected, including the device of comfxtiiion obtained, 

(3) the proposed subcontract price, together with the Contractor's cost or price analysis 
the reof. 

( 4 ) the subcontractor's current, complete, and accurate cost or pricing data and Cer- 
tificate of Current C ost or Pricing Djia, when sui h data and certificate are required, 
by other provisions of this contract, to be obtained ftom the subcontractor, 

(5) identify atton ol (he type of subcontract lobe used, 

(6) a memorandum of negotiation which vets forth the principal elements of the subcon- 
tract price negotiations A copy of this memorandum shall be retained in the contrac- 
tor’^ file for the uve of Government reviewing authorities The memorandum shall be 
in sufficient detail to reflect the mo>i significant considerations controlling the 
establishment of initial or reviveu prices The memorandum should include an ex- 
planation of why cost Or pricing daia was. or wj*> not required, jnd, it it was not 
required in the case of any price negotiation in excess of Sl(.H),O>0. a statement of 
the basis for determining that the price resulted from or was based on adequate pnee 
competition, established catalog or market price*, of commercial items sold in sub 
stantial quantities to the general public, or prices set by law or regulation. If cost or 
pricing data was submitted and a certificate of cost or pricing data was required, the 
memorandum shall reflect the extent to which reliance was not placed upon the fac- 
tual cost or pricing data submitted and the extent to which this data was not uved by 
the contractor in determining the total puce objective and tn negotiating the final 
price The memorandum shall also reflect tne extent to which it was recognized in 
the negotiation that any cost or pricing data submitted by the subcontractor was not 
accurate, complete, or current, the action taWen by the contractor and the subcon- 
tractor as a result; and the effect, if any. of such defective data on the total pnee 
negotiated Where the total price negotiated differs significantly from the Contrac- 
tor’s total pt ice objective, the memorandum shwll explain this difference. 
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i ^ > whc incentive* 4 *re ij'.cii. (he nciuofanduip » »i .rpoiuiion sh^ll contain »n cxplana 
lion of ihc incentive lcc,{*iofii plan iJen(d>tng c;uh . titical performance element, 
management iIcusiodn u .cd (n ^uantd> each mceaiivr element reasons foi incen 
lives, on particular perior mane c chard*. irrr.UL>, and a hticf summary of ir*Jc tiff jh>*> 
sdnlmes cimvidcrcd as 10 cost. peitorm^ e, an I in.ie ami 
I M ) the mi be ontrac lor \ Disclosure Statement 01 t crufiLaic relating to ( usi Accounting 
Standards * he n such data aic ic^uircd hy *thcr pioWMons *•!' (his contract to be ob 
tamed from ihc subcontrac t*>i 

( l J Ihc Comuoor si. a I! obtain the w mien Consent ol die C onli ailing t Xfic er pnoi to placing 
any subs, on 1 1 act for w Inc h advance riot if n. at ion is i c cj ui .• c J untici ( a i ah-* o c I fie C ontrac ling 0>f- 
fucr may. in his discretion, ratify in writing any such subcontras ' su . Ii action shall consiilutc the 
L’ansem of ihc Comraciing Officer as ic^uocd by this paragraph u ) 

(J) T he Contractor agrees lhai n-> subcontract placed under this loiiKji i shall provide for pay- 
ment on » cost - plus- a perct ntage-of -com basis 

(e) Neither consent by the Contracting Officer co any sub- 
contract. or any provisions thereof nor approval of the 
Contractor's procurement system shall ho const rued to he a 
determination; (i) oL the acceptability of any subcontract 
tends or condition, (ii) of the acceptability of any sub- 
contract price or of any amount paid under any subcontract, 
or (iii) to relieve the Contractor ol any responsibility 
for performing this contract; unless such approval or 
consent specifically provides otherwise. 

(0 The Conirautoi shall give the Contracting Officer immcvliaic iwiilc m wnting of any action 
or iuii filed, and prompt notice of any claim made agaihM the Cuntruior by any subcontractor or 
vendor which, m the opinion of (he t onirjcior. may icsuh in litigation. related in any way to this 
contract with respect to which ihe Contractor may be entuieJ to rcimhur emem from the 
Government 

(g) Notwithstanding (c) above. the Contractor may enter inio subcontracts within h) and f n ) 
of (a) above without ihc consent of the Contracting Officer if ihc Contra^ t mg Officer hoi ap- 
proved m writing ihc Contractor's pfv.LUtcmcni system anj ihc sub.mtrju is within ihc scope of 
ihc appiovai (This subpar agraph (g) however. shall noi be applicable lo those subcontracts sub- 
ject to subparagraph (k) below, if any.) 

(h) The Contractor shall ( i) insert in each incentive 
price revision or price rede t erraina t ion subcontract here- 
under the substance of the "Limitation on Payments" para- 
graph set forth in the appropriate clause prescribed by 
paragraph 7-108 or 7-109 of the Armed Services Procurement 
Regulation, including subparagraph (4) thereof, modified to 
OQiil mention of the Government and reflect the position of 
the Contractor as purchaser and of the subcontractor as 
vendor, and to omit that portion of subparagraph (3) there- 
of relating to tax credits, and (ii) include in each cost- 
reimbursement type subcontract hereunder a requirement that 
each price redetermination and incentive price revision 
subcontract thereunder will contain the substance of the 
"Limitation on Payments" provision, including subparagraph 
(4) thereof, modified as outlined in (i) above. 



i 
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CONTKACT AND SUL 1 C I I ,\ I" l (if! I’ID/VISluND 

(M To m 1 1 .1 1 1 hjsincs^ pjri.w 1 ; •** I »• >' %ihi\c 'hiv wotiUUul, the i t-rura. 

tul I r CN i i < |'l O'. I Jc pi . »p es\ |U\lliCi'! V > t the f I \ »- 1 I 1 ' ‘ '»* l * 1 lit I Av t\ 1 >( those Ml t>% Oil I r 41 1 1 >1 • 

wI.k h i(c small busmen uiiucrih, m v * ill. d r ■ i andm d for .uMi.niah piu^ie- t ,a * 

uicnli, stated ii> pu. aj:f and v l ♦ >l 'pt r ^ Pro*, u i c - i.cmi 

Ue^iiulum. is m J!c,l .m Ou dale ol :hi -"P. u t I hr i •.i.i-M.'i t‘if U.et that U»r need 

|\ i such ( p-Miidih lit Pol hr .. m idrir ' .» a h.m hi. a; • * r ,nl.,*lsr la«.U>t m 'hr a*anl h 

..ah- I mu av i 

1 1 i ( n c I iiivcrnriXi i icsei \ the ogni pc'io.iii c outf .... !i •' v * < 1 niufc n.eni s, stein review ** 
wi torin .n rAK Lou XX i 11. 

ft k. J *#l ctiywi 

(b) Insert the following additional subparagraph u> the clause in 'a) above in 
acconiuiKc with 23-201 2(J) 

( k ) Notwithstanding approval of the* umL factor’s procure- 
nient system, thu Cc-amctor shall net encr*r into certain 
subcontracts or classes of subcontracts set forth elsewhere 
In this contract without the prior written consent of the 
Contracting Officer. With respect to subcontracts so identi- 
tied, the advance notification requirements of paragraph (a) 
above shall be fully applicable even though the Contractor’s 
procuremen t system has been approved and those subcontracts 
are within the scope ot the approval. 

(c) In contracts with educational last i t ut ions , change 
"(iii)" in paragraph (a) or the clause in (a) above to read: 

(iii) provides for the fabrication, purchase, rental, 
installation, or other acquisition of equipment 
or of industrial f ac il i t ies . (1975 OCT) 

(d) hi accordance with. 23-201 4 mscri the bqual Opportunity Pre- Award 
t 1 ear am c of Subcontract n e iau>e in * 7 - l * >4 22. 

7 - 203.0 ( ii/i’j/o/i oj \nia!! HaMtw'is ti *f*i t‘rt\s In accordance with 

l -70** 3 j i and ( b ), insert one oi both ot the cIuuncn m 7-104 14 

7 203 10 lemunaiu <n In accordance with h-7u2ta), insert the following 

c i .IU>C 



rv kMIS \ TlOS ( h> 7 J \Prt; 

i j 1 re jicMiunuiiwc ol *o;V under t l\c ^nn'uu mas he lernimuted ;hc Gov ernn.t n i m jv 
i. if Jj.uc j* 1 1 n in in clau>e ir a note. or i' u ■ n ■ umc u urv. c m in 

i Aticncvcr the r \ ntr.js.lor nIiu . 1 e'-ii-lr tn ( uf!>n.’Uni.c • ■ l thu l mtraO m JcoTjunuc 
vkiin ris lern.N . inwKuli;^ in the tci n .Icljuii u\y MJvh failure b> the fonir jJ«if 
in.iKC pft>»i:cNN in the ; ion < rv. j’.ion nl the w.in* hereunder *n endanger^ such pe? 
tiinnance i. and Nhail fail ti» cure Mkh Jetaull ^tihin a period iif ten (oi suvh 

Ln.’er peru^dN a> the ^onir tmg » > I f » v e r nij) jlh ^ \ alter receipt ffvim the t\»nirjU 
irK 1 Mt’ivci v»l j notice spcvtlso’g trie ilcLiul. or 
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CONTRACT CLAUSES AND SOLICITATION PROVISIONS 



7-2003.73 Solicitation Provision for Dismantling, Demolition or Removal of 
improvements In accordance wuh 4-503, insea the following provision for sol- 
icitations for dismantling, demolition or removal of improvements. 

EONDS Oft OTHER SECURITY (1977 APR) 

A Dni juarintcc in Lhe penJ turn of S mu*t accompany ihc bid. Within ten ( 10) dayi after 

receipt of a noucc of i^ard. the Contractor »hail fumuh a performance bond (SUndard Form 
25 ) in the penal turn of S. ...... and payment, in full, of aiiy *um due the Government. The bond of 

any aurety company holding a certificate of authority from the Secretary of the Treasury u an ac- 
cepuole surely on Federal bond* will be accepted. Individual lurcuei will be accepted if each 
auch iurety depoaiu with the Contracting Officer caih. bond*, or note* of the United Statei, or 
certified check drawn to the order of the office de»ignaied for contract adminatration , or such 
other **curuv a* the Contracting Officer may deem neccaaary, for the required amount of the 
guaranty, under the agreement that the collateral *o depotited *hail remain tn the poaaciaion and 
control uf the Treiaurer of the United State* until the completion of the contract The formal 
contract and notice to proceed will be taaued on receipt of an acceptable performance bond and 
payment of any *um due the Government 

(£*d <d preriwoa) 



7-2003.74 Small Dis advantaged Business Concern . Include 
t±ie following representation in accordance with 1-707. 3(e). 

SMALL DISADVANTAGED BUSINESS CONCERN (1979 JULY) 

(a) The offeror represents 'that he ( ) is, ( ) is not, 

a small business concern owned and controlled by socially 
and economically disadvantaged individuals. The term 
“small business concern" means a small business as defined 
pursuant to Section 3 of the Small Business Act and rele- 
vant regulations promulgated pursuant thereto. The term 
"small business concern owned and controlled by socially 
and economically disadvantaged Individuals" means a small 
business concern — 

(1) that is at least 51 per centum owned by one or more 
socially and economically disadvantaged individuals; or, 
in the case of any publicly owned business, at least 51 
per centum of the stock of which is owned by one or more 
socially or economically disadvantaged individuals; and 

(2) whose management and daily business operations are 
controlled by one or more such individuals. 

(b) The offeror shall presume that socially and economi- 
cally disadvantaged individuals include Black Americans, 
Hispanic Americans, Native Americans (such as American 
Indians, Eskimos, Aleuts, and native Hawaiians) , and other 
minorities or any other individuals found to be disadvan- 
taged by the Small Business Administration pursuant to 
Section 8(a) of the Small Business Act. 

(End) 

7-2003.74 

ARMED SERVICES PROCUREMENT REGULATION 

1 12 



APPENDIX D 



an analysis of source development actions that resulted from this 
activity. 

40. Adequate Price Competition : 

a. The most acceptable and reasonable price is obtained 
when adequate price competition exists, since contracts can then 
generally be awarded to the lowest bidder without further price/cost 
analysis. But several criteria must be met before the buyer can be 
assured that he has adequate price competition as indicated in ASPR 
3-807. First, an adequate number of responsible offerors must 
submit bids. There is no magic number, however, a minimum of 
two offerors is required, but three, four or more may be necessary. 

The actual number to solicit must be the buyer’s decision, made after 
he has considered all facets of the particular procurement, And of 
course he must solicit only qualified vendors, adding to the source 
list only those who have a capability in the particular product field. 

(1) A second criterion for adequate price competition is 
that the potential vendors must be able to satisfy the contractor's 
requirements. They should not be quoting merely to remain on the 
contractor's source list or because a willingness to quote on the current 
requirement might be looked on favorably in the award of future business. 

(2) A third criterion for competition is that the vendors 
must independently contend for the contract to be awarded to the respon- 
sive and responsible offeror submitting the lowest evaluated price. 

(3) The fourth criterion is that the vendors must submit 
priced offers responsive to the expressed requirements of the solicita- 
tion. The work statements and referenced specifications must be com- 
plete and easily understood by the vendors; otherwise, the vendors will 
base their quotations on their own interpretations of the work require- 
ments. Of course, the buyer cannot always tell whether or not vendors 
do, in fact, understand, but he can provide them with the opportunity 

to discuss the work statement with the person or group who developed 
it. One indication of whether the work statement is complete and under- 
standable is the closeness of the various quotations. A wide variation 
in quoted prices may be a warning to the buyer not to place the contract 
with the lowest bidder without investigating his price further. 
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(4) The above criteria tor adequate price competition 
should be met whenever contracts* are to be awarded to the lowest 
bidder v*ithoui additional price/to st analysis. Whether there is 
ptu t* lumjH-iiUua tor a ^iven procurement is a matter of judgment to 
be hashed on an evaluation ot whether each of the foregoing conditions 
have been a 1 1 s 1 1 e d . Generally, in making this judgment the smaller 
number ui utlcrura, the greater the need for close evaluation. 

(5i k'ven though all the criteria for adequate price competi- 
tion may not be present -- if, for example, the specifications cannot 
lie made completely definitive -- the buyer should still obtain several 
quotation s? , u it is practicable and feasible for him to do so. In these 
cases, however, he cannot be sure that the lowest price is reasonable 
--and he must undertake some forin of price/cost analysis. His anal- 
y si S' may be nothing more than a simple review of price history for 
the same or similar product. Or, it may be an intensive analysis of 
every cost element of the vendor's quotation, coupled with an independ- 
ent in-house estimate. The i ntensive nes s of the analysis he makes 
depends on several factors, including the dollar amount involved in the 
procurement, the degree of competition present, his past experience 
with the vendor, the complexity of the item, and so on. 

(o j If a vendor has received several successive production 
contracts for a part having a specific design, effective competition on 
subsequent procurement may not be possible. If, for example, the 
tooling is owned by the vendor, competition may be precluded because 
other vendors 1 would have to include expensive tooling charges in their 
quotations. But this is not always the case, and buyers sometimes 
change suppliers of specially designed parts after several follow-on 
contracts. It should be kept in mind that competitive bidding may be 
an effective way to keep a vendor working toward even greater effi- 
ciency. It also serves to eliminate the possibility that a single source 
may exploit his position by forcing unreasonable prices and other con- 
cessions from the buyer. Moreover, through competitive bidding an 
alternate source may be discovered who, through some technical or 
manufacturing break-through, can perform more satisfactorily than 
the existing source. 

(7) The buyer should always use judgement in determing 
the number of sources to solicit; however, in no case should he request 
quotations from unqualified sources just to show a large number of 
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sources being solicited. This paragraph of the report should contain 
statistic-s on the procurements examined in accordance with the format 
in Attachment 4, Statistical Information. 

b. Review and evaluation. The contractor’s attitude toward 
the placement of contracts on a competitive basis and his actual practice 
in this regard can be determined from his policies and procedures, the 
pur chase - a rde r samples, and cognizant procurement personnel. 

(1) His policies and procedures should state the circum- 
stances under which an award may be made to the lowest responsive 
bidder without further price/cost analysis and those under which further 
analysis should be made even though competitive bids have been obtained. 

(2) The pur chas e -orde r samples will show how the policies 
and procedures are being applied. From the samples, the review team 
can determine the percentage of procurements on which competitive 
quotations were obtained. The samples will also reveal the average 
number of bids received on competitively bid procurements; this is a 
measure of the ’’depth 11 of competition. 

(3) The purchase -orde r samples should be reviewed to 
determine whether or not the contractor is actually getting adequate 
and effective competition in those instances when orders are placed 
with the lowest bidder. Review of the reports on vendor capability, 
discussion with buying personnel, and its own knowledge of vendors 
should help the review team to determine whether an adequate number 
of qualified vendors has submitted quotations on any one particular 
purchase order. How active the vendors were in seeking the business 
may be determined from a review of past prices paid for the same or 
similar product and from discussions with the cognizant buyer. Whether 
the work statement is complete and has been understood can be deter- 
mined by the closeness of the quotations. If two or three low quotations 
are relatively close together, it may mean that the work statement 

is well defined and that the bidders are all quoting with the same under- 
standing of the requirement. 

(4^ in the case of purchas e - order samples, where competi- 
tion was not sought -- that is, if the source solicited was a single or 
sole source -- the file documentation should be reviewed to see whether 
the lack of competition is justified. When an order is placed with 
other than the low bidder, the review team should review the justifi- 
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cation lor the award. 



(5) In it^> report, the review team should discuss whether 
.the contractor solicits competitive quotations whenever competition 
is feasible as indicated by the nature of the procurement, the lead 
time, the availability of qualified sources, and so forth. The review 
report should also show the depth of competition, that is, whether or 
not the number of bidders is sufficient. In addition, it should discuss 
whether price/cost analysis was performed in instances where award 
was made to the lowest bidder but where the review team had reason 
to doubt that adequate and effective competition was, in fact, obtained. 

4 1 . Single -Sole - Source Procurement - Second Source Development : 

a. Identifying competitive potential. Materials management 
has the responsibility for establishing buyer discipline in seeking 
second sources. Buyers must be competition oriented. Too often, 
procurement files reflect that Company A is tjie only source when in 
actuality a little more effort on the buyer’s part might have resulted 
in obtaining good competitive quotes. It is recognized that a single 
source which has been furnishing an item for several years may have 
the edge when the item is up for consideration. However, the threat 
of competition may have a salutary effect, and result in a single/sole- 
source supplier reducing his price. Unless the materials' manager 
takes a hard look at his noncompetitive procurements and endeavors 
to compete them, there can be little assurance to the Government that 
the price being paid is fair and reasonable. 

b. Procurement should have a continual program to review 
and categorize existing single / sole - sour ce inventory and line items. 

An item-by-item review of significant dollar purchases should be made 
and recorded as subject to competition, or not subject to competition. 
The results of this item review can be grouped into three categories: 

(1) Those items which can and will be completed. 

(2) Those items which definitely cannot be competed, for 
sound reasons (such as configuration control, program too limited to 
bring in new sources, cost of sourcing outweighing savings to be real- 
ized). 
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